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l'AH'l' I 

!=~~EJ'U:..• __ .JlU.~IN_E:~S 

A. General 

Dive::.-sifiecl Retailing Company, Inc. (hereinaf;tl':~ 

referred to as the "Company"), a f.!aryland corporation, is a 

holding company 1~hich renders financial and operating ;._h.-1 ce 

to its \~holly-owned subsidiary, Associated Retail Stor<?s, 

Inc. (hereinafter referred to as ''Associated") and to As~;o-

ciated 1 s subsidiary. The Company also 01~ns shares of 

Berkshire Hatha1~ay Inc. (hereinafter referred to as "Berk-

shire"); a subsidiary of Associated's also owns shares of 

Uerksh.ire. 

The Company has no direct salaried employees and 

(\·lith certain nominal exceptions noted under ITE~I 12. DIREC-

TORS OF REGISTRANT and/or under ITE~I 13. RmlUNERA'riON OF 

lJIRl,CTORS _AND OFFICEHS) tloes not compe:;:.sa Le its Direc·t.ors 

and Officers for their services. The Company's P:!:es.ident, 

Rober.t. M. Goldman, acts upon material corporate matters only 

1dth the approval of tho Board of Directors of the Company. 

B. Associated Retail Stores, Inc. 

Associated, an Illinois corporation, is the Com-

pany 1 s 1vholly-o1med subsidiaxy. Associated operates a chain 

of stores lvh.ich sell. at retail popularly priced \vomen 1 s and, 

in a number of stores, children 1 s apparel. The s·tores are 

located in d01vntown, neighborhood and sh-opping center retail 

areas of principal cities in ten (10) states, .in leased or 

mmed premises (see ITEH 3. PROPERTIES), nnd operate under 

various trade names. 

N01'E: Unless the text othen,>ise .indicated, all statements 
made in PAR'l' r describe circmmltnnces existing as of 
,iannary ~I97 6. 
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Asfiocintcd seal<s to afford its cunt:omers « 1~ido 

variety of availnblc me:r.chand;i.se 1~hilc red\lcing its ovct·hcnd 

costs 1:o as low a level as .i.s possible. Because of the- num­

ber of stores operated by Associated, it is able to practice 

certain economics of scale. All .of J\ssoc;i.atod's stores arc 

served by a central buying and 1~archousing organi:mtion 

ltF~a ted in Nc1~ Yot·k City, from 1~hich the stores' app<:>:d.i 

l;i.nos arc administered. A staff of merchandiso T\ia~J<\~<:'l's <nl'S 

buyers muintains daily personal cont:uc~~;· 1~it;h tlio ;;~pp<trf''l 

markets located in Nc1~ York City and els.~Mhere. l~\);'SJ:ly <lll 

receiving and purchusing activities ar•c conducced in ~~he 

central \~arehouse, from 1~hich shipments are made d;ril}' '".a 

the various stores. Associated. utilizer; detailed inventory 

control and analysis procedures, priiTKi.t:L.ly through the use 

of an 01med computer sl•stem, to identifl' popular and fast­

selling items for rapid replacement, and to identify those 

. ;', 

items rcqu~t~ing an inuncdiatc reduction in price so t:hat: they 

may Yle sold quickly. In addition, Associated utilizes 

interichangeable store fixtures to facilitate the opening and 

closing of its st?res. Associated's policy of making sales 

only for cash or on credit under approved bank charge ac­

count plans has allowed it further to nvoid unnecessary 

overhead costs. 

Associated regularly employs approximately one 

thousand, three hundred fifty (1,350) full and part-time. 

employees, and seasonnlly employs an additional one hundred 

fifty (150) employees. All of its sales personnel are paid 

at an hourly rate, and none arc paid sales commissions. 

Approximately eighty percent (80\\) of Associated's employees 

arc covered by union contracts which expire at various 

times. •rherc were noi·~ignificant changes in employee rela­

tions during the fiscal year ended January 31, 1976 1 <md 
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1\ssociutcd' s manugcment considers its rcl.u tions 11i th its 

cmpl.oyccs to be sntisf<ICtory • 

~t'hc. busincs~, C'lf most of: thO? stores, paxtjcularly 

those in the larger citi..es, involves intense competition 

1~ith ethel" s teres selling similar merchandise, including 

discount and department stores, specialty shops and ztor~s 

opc.1.·ated hy national. chains. 

In addition to operating the chain of retail 

sto1.·es, Associated wholl~•-olmS one (1) subsidiary 1 * and 

that subsidiary 01~ns 9 9. GIS of another company. 

(1) Columbia Insurance Company 

Columbiu Insurance Company** (hereinafter 

referred to as "Columbia"), a Nebrasl>a corporation, is a 

1~holl.y-o1~ncd subsidiary of Associated 1~hich engages in the 

business of fire and casualty insurance and reinsurunce • 

Columbia operates unde1.· a certificate of atlthority to trans-

act the business of insurance (11i th the exceptions of. life 

and title insurance) issued by the Department of Insurance 

of the State of Neb>"aska, and is currently licensed to con­

duct one or more insurance businesses in sixteen (16) other 

states. At present, Col tunbia' s business consists primarily 

* On Novembel.· 30, 1975 two (2) former 11holly-owned st\bsi­
diaries of Associated, Fashion Ontlct of Hichignn, Inc. 
and Anbec, Inc., 1qere merged into ,\ssoci'lted. Fashion 
Outlet of Nichigan, Inc., in its former capacity as a 
r.tichigan corpora.tion, operated a single 1~omen' s and 
children's apparel store on leased premises in Sag ina1~, 
l-lichigan. Associated uo1~ operates that store under the 
name "Fashion OuLlet". Anbec, Inc., in its former capa­
city as an Illinois cor\)oration, owned certain improved 
real property in Chicago, lllinois, and. leased that 
property to Associated for the latter's operation of 
one of its retail sb.>l.·es. Associated conti11ues to op­
erate that store. 

** l>ormerly "Reinsuran~c Corp. of Nebraska". 

- 3 -
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of the acceptance of portions of reins\trance contracts gene-

rated tlu:ough and offerecl to Columbia by the reinsm:nncc 

division Q£ Nation,,l Indemnity Cor.tp.:tny (hereinafter rcf::·l:t:ed 

to as "N<~tional Indemnity"). 

Nationnl Indemnity is a \~holly-o\mcd subsj­

diary of Berkshire. Although as of January 31, 1976, N;u:~·cn 

E. Buffett, a member of his immediate fnnlily, the Compat1y 

and its subsidiaries owned substantial amounts of the common 

stoc·k of Berkshire, and although Hr. Buffett is the Chairman 

of the Board of Directors of the Company, of Associated, of 

Coltunbia, and of Borkshire (see. ITEl-1 4. PAHEN'.rs AND SUBS I-

Dll\.RIL:S and ITEH 12. DIRECTORS OF REGIS'.rRANT), National In-

demnity is not obligated to offer a.ll or any portion of any 

reinsurance contract to Columbia. Accorclingly, Columbia 

cannot be certain tha.t it will continue to be offered busi-

ness through the reinsurance d.ivision of National Indemnity, 

presently ·its principal source of business·. Columbia cur-

rentl~· is dependent upon the continuance of its business 

arrangements \~ith National Indemnity r.:ince Columbia has no 

independent staff for generating or evaluating business, 

sett.l ing losses or hundl.i11g other administrative details. 

(2) Southern Casualty Insurunce Company 

On April 30, 1974 Columbia purchased 99.6\i of 

the issued and outs.tanding vo.ting securites of Southern 

Cas11al ty Insurance Company (hereinafter referred to as 

"Southern") . Southern is licensed to \~rite workmen's com-

J?ensation coverage in the State of Louisiana. 

c. Lines of Business and Classes of 
Similar Products or Services 

The Compe~ny believes that for purposes of this 

Item it conducts only one significant line of business; 

i.e., through Associated, the retailing of women's and 

children's apparel. 

- 4 -



. . · 

The Company and/or i l~s consoliclntcd subd.diaries 

(including Columbia), have investrnents in Berkshire and 

Blue Chip s·t:::,11ps (horuinu.Ctur referred to as "Blue~ Chi.p") 

which are accounted for by the equity method. Although 

these investments are not treated as lines of business for 

purpose of this Item, equity in earnings of these affili­

ates contribute Significantly to consolidated net earnings 

as set forth in Item 2 follo\dng. 

The Company 1 s insurance al1d reinsurance opera­

tions, conducted by Columbia and Southern, arc not treated 

as a separate line of busine'i>fi £or purposes of tlLi !< Item 

becat;;,;e their 1~ritt~m premium volume plus their investment 

income is less than 15% of the sum of consolidated net 

sales, \~ritten insurance premium volume and consolidat.ed 

investment income. Equity in net earnings of Berkshire and 

Blue Chip exceeded Columbia's net earnings in each of the 

past t1m years; such equity income is reported on a con­

s.olidated basis in Item 2 as described above. See also the 

consolidated financial statements of Columbia Insurance 

Company and Consolidated Subsidiary included in Item lO(a) • 

- 5 - . 
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ITE~I 2, SUlli1_A.liz'X OF OPERATIONS 

THIS SUi-NARY SliOULD BE RE1\D IN CO.\'J1.1NCTIO.~ WITH T'rlE FINt'\.'\CI;.L STA'I'f:J.li!l:\"1'5 AND NOTES THERE'IO INCLUDED IN IIDI 10 (a) 

Fiscal YC?ar Endro 

• • 

JanU?rY 29, 1972 Febl:-:lm:v 3,, 1973* Fdm.:..1l)' 2, 1974 February 1, 1975 Januar.· 31, 1976 
(In cnoustmds of doll:.:n:s a.-.;ccpt per sbare <nrount-:;) 

l\et Sales 

G..."''sS l?rofit and O"..her Incane Items 
Operating Th:per:ses 1 Except Int&est 
Interest and Financing Costs 
InCQ"~ T~-.;es Applicable to Operating Earnings 

Operating Earnings 

Additions to (Deductions fran) Operating 
Earnit:gs, Net of Taxes: Equity in Net 
Earnings of Affiliated Co~ies Accounted 
for by tbe I'.quity l•:ethod 

Realized Gains (Losses) frcm Securities 
Transactions 

Earnin3s Before ExtraordinarJ Items 

D:traorclinal:y Ite.11S 1 Net of 'J:a.-.;es 

Net Earnings 

Per Share (110001000 Shares Outstanding): 
F.<>rnil'1gs before D:traordiruu:y Items 
Net Earnings 

$38,598 ·--== 
$13,462 
(11, 439) 

(673) 
(647) 

703 

724 

200 

11627 

(111) 

$ 1,516 

$ 1.63 
1.52 = 

* The fiscal year ended February .3, 1973 consisted of .53 \,-eeks 

$38,918 == 
$13,919 
\jJ 1 77R) 

1687) 
(703) 

751 

1,972 

195 

21918 

$ 2,918 

2.92 
2.92 

$38,399 
=..:;=.--= 

$13,904 
(12,167) 

(720) 
(441) 

576 

11985 

26 

21587 

395 

$ 2,982 

2.59 
2.96 = 

T'nis su:rrrary includes tbe results of tbe. Conpal'1Y and its subsidiaries on a cxnsolidated basis. 

$34,925 
~.= 

$13,333 
(111946) 

(677) 
(307) 

403 

1,582 

(210) 

11775 

68 

$ 1,843 

1.77 
1.84 
= 

$1'!195:1. 
(111255) 

(7l•l) 
- (489) 

503 

1,559 

5 

2106? 

$ 2,067 

2.07 
2.07 

(a) i:he e.-.;traordinacy loss for fiscal 1972 resulted from addition<1l inccme ta.-.;es related to sale of a sub:wdiru:y in. fiscal 1970. The 
e.-.;traordinary gains in fiscal years 1974 and 1975 resulted frcm receipt of condenu1ation proceeds for certain PUlade:lphia proper• 
ties in e.'(cess of depreciated cost of the properties. 
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Operating earnings as reflected in the Summary of 

Operations have varied only .nominally in the past five years 

in relation bath to the scope of operations and to the total 

stocl,holdcrs' equity. Improvement in retailing operations 
\} 

\'las apparent in the most recent fiscal yea1; a.fter some de-

terioJ:ation in the prior year. 

The more signifi.cant factor influencing earnings 

bef01:e extraord.inary i terns has been tho Company's equity in 

net ca.rnings of Berkshire Hathaway Inc. ("Berkshire") and 

Blue Chip Stamps ("Blue Chip"). The company's recorded 

share of net earnings of these affiliates has been as fol-

lo1vs for the past three years, in thousands of dollars: 

Fiscal '\:'ear Ended 
February 2, February 1, January 

1974 1975 197G 

Berkshire. 1,220 723 G37 
Blue Chip 7G5 !159 922 

Total 1, 985 1,582 1,559 

31, 

The Company's share o~mership ·of Blue Chip has re-

mained constant for the past three years so that the above 

reflects increases in Blue Chip's net earnings. The decline 

in equity in Berkshire's.earnings is rf:!flective of decreased 
. 

earnings of Berkshire, although increased share 01vnership by 

the Company in the most recent year partially offset a 33'\; 

dec. line in that company's total reported earnings, to the 

extent that the Company's equity in Berkshire's net earnings 

declined by a lesser 12%. 

- 7 -
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ITEM 3. PROPERTI.ES 

The operating offices of the Company are located 

in the l'aw firm of Frank, Bernstein., Conaway & Goldman, 

1300 Mercantile Bank and Trust Building, 2 Hopkins Plaza, 

Bal·timore, ·Maryland 21201, in which firm Robert M. Goldman, 

the President of the Company, and Max E .. Blumenthal, the 

Secretary of ·the company, are partners. The Company pays no 

rent for th.e said offices and1 except for certain legal and 

bookkeeping activities, only limited operatj,:pnal activities 

of the Company take place therei11. 

The stores operated by Associated (see ITEM 1. 
; 

BUSINESS) range in size of floor area from approximately two 

thousand (2,000) square feet to approximately sixty thousand 

(6.0,000) square feet. The total floor area of all of the 

sto.res is approximately nine hundred thousand (900 1 000) 

square feet. 

Associated owns the land and improvements of eight 

( 8) of its store lo.ca tions, .all of which ar.e in Chicago 1 

Hilwa\i'l':oee 1 Ph' !adelphia 1 Chest.er 1 Pennsylvania and Gary 1 

Indi13.na. Associated leases. its remaining st.ore locations 1 n 
for terms expiring on various dates through 19 8 8. 'rhe 

aggregate annual minimmn rental paid by As.sociated during 

the fiscal year ended January 31 1 1976 for the store loca­

tions \vhich it leases was approxim~1tely $1,495 1 000. Cer-

tain of the l,<i!ases, hmvever, provide for the payment of 

additional .rent based upon the volume o,f sales at the parti­

cular location, and ·for the payment by Associated of appli-

cable real ~roperty taxes and/or other expenses. 

12 of the Notes to Financial Statements.) 

(See Note 

Associated's executive, buying and administrative . 

offices are located in a New York City warehouse (see ITEM 

- 8 -
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1. BUSINESS) leased by Associated for a term expiring in 

1978. The 1~arehouse has a floor area of approY.imately 

eighty thousand (80,000) square feet. 

Columbia has no independent operating offices and 

owns no facilities: all of Columbia's activities are super-

vised by Warren E. Buffett, its President and the Chairman 

of its Board of Directors, from his offices in .Omaha, 

Nebraska. 

ITEM 4. PARENTS AND SUBSIDIARIES 

A. Parents 

As of April 26, 1976, (See ITEH 6. INCREASES AND 

DECREASES IN OUTSTANDING SECURITIES) , \~arren E. Buffett 

owned 51.4.9%* of the Company's common stock: First Manhattan 

Co. (of which David S. Gottesman ~~as and is a general 

partner) held of record 13.17% of that stock: and Susan T. 

Buffett, the spouse of Warren T. Buffett, mvned approxi-

mately 3.95% of that stock. (see ITEM 11. PRINCIPAl, SE-

CURI'rY HOLDERS 1\.ND SECURITY HOLDINGS OF NANAGE~1ENT and ITE~1 

1.2. DIRECTORS OF RJ:::GISTRANT.) First Manhattan Co. disclaims 

any status !Vhich would cause it to be deemed a parent Com-

pany. 

B. Subsidiaries 

The Company mms one hundred percent (100%) of the 

issued and outstanding voting securities of its subsidiary, 

Associated Retail Stores, Inc., an Illinois corporation. As-

sociated mms one hundred percent (100%) of the issued and 

* This percentag.e was compttted without taking into account 
Mr. Buffett's interest a~; trustee under a trust instru­
ment in certain shares of the Company's common stock. 
See ITEM 11. PRINCIPAL SECURI'rY HOLDERS AND SECURITY 
HOLDINGS OF HANAGEHENT. 

- 9 -
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outstanding voting securities of its subsidiary, Columbia 

Insurance Company,· a Nebraska corporation. Columbia owns 

99:6'1. of Southern Casnalty Insurar.ce company. The above­

named subsidiaries .are included in the consolidated finan­

cial statements of the Company. 

As of January 31, 1976, the Company, through its 

. \subsidiary, Associated, and Associated's subsidiary, Colum­

bia, beneficially owned approximately sixteen percent (16%) 

of· the common stock of Blue Chip Stamps, a California cor­

poration, and Warren E. Buffett and his '~ife beneficially 

owned approximately thirteen percent (13%) of that stock. 

On that date, Berkshire and its subsidiaries beneficially 

owned t~1enty-six percent ( 26%) of the common stock of Blue 

Chip, and David s. Gottesman, a general partner of First 

Hanhattan Co., and members of his immediate family, and 

members of the immediate family of Charles F. Heider, .O,\vned 

beneficially less than one percent (1%) of that stock. The 

Company takes up equity in earnings relating to its share­

holdings in Blue Chip. For purposes of this Item 4, and. 

pursuant to Instr.uction No. 6 thereto, Blue Chip is deemed 

to be a subsidiary. 

As of January 31, 1976, the Company and Columbia 

in the aggregate mvned beneficially approximately fifteen 

percent (15%). of the common stock of Berkshire, a Delaware 

corporation. In addition, on that date Warren E. Buffett 

and Susan T. Buffett, his spouse, respectively owned bene­

ficially approximately 33.3% and approximately 2.5% of that 

stock. The Coinpany takes up equity in earnings relating to 

its shareholdings in Berkshire. Por,,purposes of this Item 

4., and pursuant to Instruction No. 6 thereto, Berkshire is 

deemed to be a subsidiary. 

- 10 -
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I'rEM 5. PENDING LEGAL P ROCC:EDU.WS 

Nei\:her the. Company, Associ.ated nor Associated's 

subsidiary are parties to any material pending legal pro­

ceedings other than ordinary routine litigation incidental 

to their business, .and none of their property is the subject 

thereof. 

ITE~l 6. INCREASES AND DECREASES IN OUTSTANDI!-!.G SEc;_g_ll~'l'IES 

None as of January 31, 1976. 

As of April 26, 1976: 

Arrount 

'l'itle of 
Class 

outstanding Dates 
·\. As :of Febn1ary of 

1, 1975 Transactions 

Diversified 
Retailing Co., 
Inc. , canrron 
stock, p:~r 
value $0.003 
per share 

\1 .. 
\,\ 

·;~·-. 
,.1,000, 000 ·~larch 17, 1976 

to 
April 26, 1976 

Amount of 
Increase/ 
(Decrease) 

(211, 877) 

·Description of Tc:-ansactions 

Amount 
outstanding 
As of April 

26, 1976 

788,123 

After the close of the Company's fiscal year ended 

January 31, 1976, and up to April 26, 1976, the Company re.­

purchased 211,877 shares of its outstanding $0.0003 par 

value common stock at Fifteen Dollars ($15.00) per share. 

The aggregate purchase price paid for those shares \~as 

$3,178,155.00, and the Company obtained the funds with \~hich 

to make the purchases by borrowing from a commercialbank. 

See NOTE 16 of the Notes to Financial Statements. 
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J.'l'El·1 7. APPROXUIA'l'E NmiDEH. 01~ EQUITY SECURI'l'Y HOLDERS 

Title of Class 

Diversified Retailing Co., 
Inc., common stocJ;:, par 
value $0 .• 0003 per share 

Number of Record Holders (a) 

67 

I'rEM 8. EXECUTIVE OF.FICERS OF THE REGISTRANT 

Name ~ge 

Warren E. Buffett 45 
Robert H. Goldman (b) 59 
David S. Gottesman 49 
Charles T. Hunger 52 
Charles F. Heider 49 
Hax E. Blumenthal (b) 35 
Larry c. Cummings (b) 32 

Offices(s) Held 

Chairman of the Board of Directors 
President: Director 
Vice President: Director 
Vice President: Director 
Director 
Secretary 
•rreasurer: Assistant Secre.tary 

ITE~1 9. INDEHNIFICATION OF DIRECTORS AND OFFICERS 

.The Company has no charter provision, by-la\~, con­

tract or arrangement under or pursuant to \'lhich any of its 

Directors or Officers are insured or indemnified in any man-

ner against any l.iability which may be incurred in their 

capacity as such. Ho\'lever, under Section 2-418 of the Cor­

porations and Associations Article. of the Annotated Code of 

:t-1aryland, the Company may indemnify any Director, officer, 

employee or agent of the Company against any expenses or 

(a) The information is given as of April 26, 1976. 

(b) Both Mr. Goldman and Mr. Blumenthal are partners in the 
law firm of Frank, Bernstein, Conm'lay & Goldman, 1300 
Mercantile Bat1k and Trust Building, 2 Hopkins Plaza, 
Baltimore, Maryland 21201, \'lhich firm represents the 
Company. Mr. Cummings is an employee of that firm. 

- 12 -
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linbil..i.i:y incUl."l:Cd as a result of his good faith pcrfOJ:mancc 

of clut~· in such capacity, subject to certain restrictions 

upon such indemnification, \~llich are provided in the said 

statute. 

lTE~1 10; FINANCIAL STA'l'ENENTS AND EXHIBI'l'S FIT;ED 

A. Financial Statements 

A list of the consolidated financial statements 

and schedules of the Company and/or of the consolidnted 

ins1.1rance subsidiaries which are filed here\dth immediately 

precedes those documents herein. 

B. Exhibits Filed 

Exhibit A: 

Exhibit B: 

Exhibit C: 

1975 Annunl Report of Berkshire 
Hathaway, Inc. 

Accountant's Report and Financial 
Statements fron\ 1976 Annual Report 
of Blue Chip Stamps 

1975 Annual Report of Ncsco Finan­
cial corrorati0n , 

- 13 -
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I'!'mt 11. PRINCIPAl, SBCUIU'l'Y UOtDf:RS AND Sl':CtJRITY HOLDINGS 
01~ NANAGEHENT 

A. Principal Security Hnl_~ 

Title of Type of 1\mollnt Perc0nt 
~;n1e and 1'\.ddress Class amershm Owned (a) of Cluss 

\~arrc-n E. Duffett ccmnon recol"d and 440,G36(b) 5s.n 
5505 Farnam Street beneficial 
Q11uha, Nebraska 68131 

First ~lanhattun Co. ccmnon record only 103, 787(c) 13.17~ 
30 Wall Street 
New York, NCI'l York 10005 

(a) •rhe information is given as of April 26, 1976. 

(b) '!'his amount includes the follo\'ling shares of common 
stock, as to \~hich Nr. Buffett disclaims the beneficial 
O\mership :. 

( i) 31,113 shares held by Hr. Buffett's \'life, 
Susan T. Buffe.tt; 

(ii) 3,732 shares held in trust under the Last 
\Ull and Testament of Howard H. Buffett, deceased, as 
to \'lhich t-tr. Buffett is the trustee; 

(c) As a general partner of First l-!anhattan Co., Davids. 
Gottesman, a Director and a Vice President of t:he 
Company, beneficially O\'lned 35,000 of the said 103,787 
shares. An additional 12,895 of the said 103,787 
shares are held in trust for the benefit of certain · 
members of t·lr. Gottesman's immediate family and an 
additional 10,031 of the said 103,787 share.s are. O\'lned 
beneficially by a member of Mr. Gottesman's immediate 
family. 'l'he remaining 45,861 of the 103,787 shares 
are o\'med beneficially by the other partners of the 
finn or thelr p!;lrsonal representatives. Hr. Got.tesman 
disclaims the beneficial O\'o'nership of the shares held 
in the said trust and of the shares 0\med by the m.ember 
of his inunediate family. 

- 14 -

(a) 



. . 

. . 

. .. 

13. Sec\,rity Holdings of ~lanagcment. 

Title of Class 
Amount Beneficially 
owned (d) 

Percent 
of Clu.ss 

Diversifier! Retailing Co., 
Inc., conunon stock, par 
value 0.0003 per share (c) 

473,191 (f) 60.04% 

ITEM 12. DIREC'rOl~S OF THE REGISTRANT 

Each of the follo\dng persons served as a Director 

of the Company during the entire fiscal. year ended January 

31, 1976. 

(d) 

(c) 

(f) 

Subject to the exceptions indicated in note (f) to this 
Item, this col\lmn indicates the number of shares of the 
common stock of the Company beneficially mmed directly 
or indirectly by all Di1:ectors and Officers of the 
Company, as a group, as of April 26, 1976. 

'rhe Company has no other class of equity securities. 
No Director or Officer possesses th~ beneficial 0\~ner­
ship of any share or shares of equity securities of the 
Company's subsidiary, Associated, or of Associated's 
subsidiary, . Columbia. 

This amoun.t does not include any of the follmling 
shares of common stock: 

(il the shares referred to in note (b) to this 
Item, \~hich note is incorporated herein by reference: 

(ii) the 12,895 shares h.el.d in trust for the 
benefit of certain members of Davids. Gottesman's 
immediate family and 10,031 shares 0\metl. beneficially 
by a member of ~lr. Gottesman's immediate family re-
f erred to in note ( c l to this Item, \~hich no1:e is 
incorporated herein by reference. 
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A. l~arren E. Buffett 

Warren E. Buffett is the Chairman of the Board of 

Directors of the Company, having held that office since.the 

Company's organization in 1966. Since 1970, Hr. Buffett has 

been the Chairman of the Board of Directors of As:sociated 

and of Berkshire, and the Chairman of the Board of Dirtwtors 

and President of Columbia. 

B. David s. Gottesman 

David s. Gottesman, a Director and a Vice Presi­

dent of the Company, is and has been for the past five years 

a general partner in the broker-dea.ler securities firm of 

First Nanhattan Co., a member of the Ne1~ York Stock Ex­

change • 

c. Charles T. Munger 

Charles T. l-1unger, a Director and a Vice President 

of the Company, has been for the past five. years, and until 

January, 1976, a general partner in the broker-dealer securi­

ties firm of Wheeler, ttunger & Co., a member of th.e Pacific 

Coast Stock Exchange. Since January, 1976, Hr. Munger's 

principal occupation has consisted of the management of per­

sonal investments. 

D. Charles F. Heider 

Charles F. Heider, a Director of the Company, is 

and has been since 197" t:he President of Chiles, Heider & 

Co., Inc., a broker-dealer securities firm and a member of 

the. Ne1~ York Stock ExchangP.. 

- 16-
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E, ~crt ~1. Goldman 

Hobert l·l, Goldmctn, a DiJ:·ectoi.' c1nd the Prusideut vf 

the Company, is and has been since July l., 1966, a partner 

of the ~laryland la\~ firm of Frank, Bernstein, Conaway & 

Goldman. 

ITm! 13. REMUNERA'riON OF DIREC'J:ORS AND OFFICERS 

Name of Indi\•Jdual 
or Number of ;?or­
sons in Group 

Larry C. Cumrrt~ings 

All seven Directors 
and Officers as a 
group 

Capacities in \~hich 
Remuneration was 
Received 

Treasurer 

Aggrcgatfil 
direct 
Remuneration (a) 

$500.00 

$500.00 (b) 

ITE~1 14. OPTIONS GRANTED TO ~IANAGENENT TO PURCHASE SECURITIES 

None 

ITE~I 15, ·INTEREST OF ~IANAGEHEN'l' AND OTHERS IN CERTAIN 
TRMISACTIONS 

A. Other than the following, there have been no 

transactions since the beginning of the fiscal year ended 

(a) Subject to the exceptions indicated in note (b) to this 
Item, this column indicates the aggregate amount of di­
rect remuneration paid by the Company, Associated and 
Associated's subsidiaries to the person or persons 
specified, in all capacities, during the Company's 
fiscal year ended January 31, 1976. 

(b) This amount does not include legal fees and cash advanced 
in the amounts of $7,328.50 and $589.74 respectively, 
which the Company accrued during its fiscal year ended 
January 31, 1976, to the la~1 firm of Frank, Bernstein, 
Conm~ay & Goldman, in which Hessrs. Goldman and Blumen­
thal are and \~ere at the time of such payment partners. 
Nor does the said amount inclu.de any additional such 
legal fees incurred by the Company be.t\~e.en January 1, 
1976, and January 31, 1976, for which amounts the said 
firm had 11ot billed the Company as of ,January 31, 1976. 
(See ITEM 15. ):t-JTERES'r OF ~11\NAGEMEN'l' AND OTHERS IN 
CERTAit-1 'l'RANSAC'J:IONS. ) 

- 17 -
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January 31, 1976, nor are there any prc:;;cntly proposod 

transactions, to l'ihich the Company, Associated or Associ-

a ted's subsidiary was or is to be a party, .in which any. 

Director or Officer of the Company, or any socurity holder 

named under section A of Item 11 hereof, or any 1:clati ve or 

spouse of any of the foregoing persons who has the same home 

as such person or 1~ho is a .Director or Officer of the Com-

pany or of Associated or of Associated's subsidiary, had or 

is to have a direct or indirect material interest:* 

(ll During t)e Company's fiscal year ended 

January 31, 1976, Columbia accepted reinsurance contracts 

from National Indemnity, of \~hich Warren E. Buffett is the 

Chairman of the Board of Directors, representing premiums 

written in the approximate amount of $1,973,000. See Note 

9 to Columbia's financial statements presented elsewhere. 

National Indemnity pE)rforms all of Columbia's bookkeeping_ 

and other administrativ::! funct:i.ans. por th:>!it" services 

Columbia pays to National Indemnity as part of its ceding 

commissions an amount ordinarily equal to one-half of the 

customary originating brokerage commissions. "Pro rata" 

business normally carries an originating commission of 1%, 

and "excess" business, an originating commission of 10%. 

The amount of r:..:lding commissions representing fees for 

bookkeeping and administrative services paid by Columbia to 

National Indemnity during 1975 was approximately $12,850 • 

(2) During the Company's fiscal year ended 

January 31, 1976, the Company paid and/or incurred certain 

legal fees in connection with the representation of the 

* Mr. Benjamin F. Rosner, the .President of Associated (but 
neither an Officer nor a Director of the Company), owns 
and leases to Associated the land and improvements upon 
1·1hich Associated operates one of its retail stores. 
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Company by the lm~ fir.tn of Frank, Bertnst!?in, Conaway & 

Goldman. (See note (b) to l'rE~l 13. RE~HJNEFA'l'lON OF DIREC-

'l'O~S 1\ND OF!:'ICEHS.) '. 

(3) Aft.er the close of ·the Company's fiscal year 

ended ,January 31, 1976, H. Peter Haser, a partner in the law 

firm of Frank, Bernstein, Con<l\ray & Goldman (in which 

Messrs. Goldman and Blumenthal are parl;ners), or members of 

Hr. Hoser's immediate family, sold 2,211 shares of the 

Conipany 's $0.0003 par value common stock, ,,•hich M1:. Moser or 

members of his immediate family owned beneficially, to the 

Company for the aggregate sum of $33,165. 

B. During the Company's fiscal year ended January 

31, 1976, no Director or Officer of the Company .or associate 

of such persons was indebt<:!d tu the Company, Associated or 

Associated's subsidiary. 

C. Other than any payments 1~hich may have been 

made pursu·ant to the terms of any pension,. retirement, sav-

ii',•gs or similar plun 1~llich n1ay have been provided by the 

Cotnpany, Associated or Associated's subsidiary, during the 

Cbmpany'l> fiscal year ended January 31, 1976, there 1~as no 

transaction, and there is no presently proposed transaction, 

to lvhich any of the said plans 1vas or is to be a party, in 

which any Director or Officer of the Comptmy, any security 

holder named under section A of Item ll hereof, or any 

relative or spouse thereof or relative of any such spouse 

who has the same home as any such Director, Officer or 

security holder or who. is a Dir.ector or Officer of 1\sso-

cial;ed or Associated's subsidiary, had or is to have d 

direct or indirect tnC<.terial interest. 

* * * * * * * * 
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Pursuant to the requirements of Section 13 or 

l?(d) of the Securities Exchange Act of 1934, the registrant 

has duly caused this report i:o be signe·d ·on its behalf by 

the undersigned, thereunto duly authcrized. 

DIVERSIFIED REATILING CmlPANY, INC. 

o.v<~. -Robert M. G 

Dated: '1~ ~· '!'' 

:r 

II 

·~· 
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Item 10. Financial Statements and Exhibits Fi'led 

(a) Financial Statements 

,, 
Index to Financiai Statements 

I{' 

" 1\ 

DiveJ;:s:!&ied. Retail/ing 
, -'"':_ ·:O,~c ' 

;, 
•I 

'I 
~ /',\ 

Comp')r•Y>'' Inc • 
- i'/ 

and Subsidiaries: 

Reports of Inciep'ei\dent Certified Public Accountants 
Consolidated Balance Sheets, February 1, 1975 and 

January 31, 1976 
·consolidated Statements of Earnings and Retained 

Earnings, Years ended Felh:t!_ary 1, 1975 and 
January 31, 1976 _, 

Consolidated Statements of Changes in Finan:lial 
Position, Years ended February 1, 1975 and 
January 31, 1976 

Diversified Retailing Company, Inc. (Parent Company Only): 

Balance Sheets, February 1, 1975 and January 31, 
1976 

Statements o,f Earnings and Retained Earnings, 
Years ended February 1, 1975 and January 31, 
1976 

Statements of Changes in Financial Position, Years 
ended February 1, 197.5 and January 31, 1976 

Notes to Fi;r.~_,lcial Statements 

Schedules Supporting Consol:i.dated·Financial Statements 
and Parent Company Only Financial Statements: 

Schedule III - Investment in Securities of 
Affiliates, Years ended 
Feb:ruary 1, 1975 and 
January 31, 1976 

Schedule XVI - Supplementary Income Statement 
Information, Years ended 
February 1, 1975 and January 31, 
1976 

Columbia Insurance Company and Subsidiary: 

Report of Independent Certified Public Accountants 
Consolidated Balance Sheets, December 31, .1974 and 

1975 
Consolidated Sta.tements of Earnings, Years e!lded 

December 31, 1974 and 1975 /' 
Consolidated Statements of Capital Stock ar;;ti Surplus, 

Years ended December 31, 1974 and 1975 
Consolidated Statements of Changes in Financial 

Position, Years ended December 31, 1974 and 1975 
Notes to Consolidated Financial Statements 

.'_1 

F-1 and F-2 

F-3 

F-4 

F-5 

F-6 

F-7 

F-8 
F-9 through F-22 

S-1 and s-2 

s-3 

F-101 

F-102 

F-103 

F-104 

F-105 
F-106 through F-115 
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Item 10. Financial Statements and Exhibits Filed (Continued) 

(a) Financial Statements. Cont. 

Schedules Supporting Consolidated Financial Statements: 

Schedule I - Summary of Investments in Securities, 
Other than Affiliates, December 31, 
1974 and 1975 

Schedule II - Investment in Affiliates, Years ended 
December 31, 1974 and 1975 

Schedule VII - Premiums, Losses and Claims, Years 
ended December 31, 1974 and 1975 

(b) Exhibits 

A - Annual Report of Berkshire Hathaway Inc. -
1974 and 1975 

B - Annual Report of Blue Chip Stamps - 1976 

C - Annual Report of Wesco Financial Corporation -
1974 and 1975 

S-101 and S-102 

S-103 

S-104 

All other Schedules are omitted because the information required therein is not 
applicable or is given in the financial statements or the notes thereto. 
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PEAT, MARWICK, MITCHELL & Co. 
CERTIFIED PUBLIC ACCOUNTANTS 

ACCOUNTANTS' REPORT 

The Board of Directors 
Diversified Retailing Company, Inc,: 

We have examined the financial statements and related schedules of Diversified 
Retailing Company, Inc. and subsidiaries and Diversified Retailing Company, Inc. 
(parent Company only) as listed in the accompanying index, so far as they relate 
to the year ended January 31, 1976, Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such tests 
of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the financial statements 
of Blue Chip Stamps, an affiliated company. The Company and its subsidiaries' 
investment in Blue Chip Stamps at January 31, 1976 was $13,264,615 and its 
equity in earnings of Blue Chip Stamps was $921,531 for the year then ended, 
The financial statements of Blue Chip Stamps were examined by other auditors 
whose qualified report thereon has been furnished to us and our opinion expressed 
herein, insofar as it relates to the amounts included for Blue Chip Stamps, is 
based solely upon the report of the other auditors. 

The report of the other auditors on the financial statements of Blue Chip 
Stamps for the year ended February 28, 1976 was qualified with respect to the 
outcome of certain legal proceedings. These legal proceedings are explained 
in note 7 of notes to the financial statements. 

In our opinion, based upon our examination and the report of the other auditors 
and subject to the effect, if any, upon the investment in Blue Chip Stamps 
resulting from the ultimate outcome of the legal proceedings referred to in the 
preceding paragraph, the aforementioned financial statements present fairly the 
consolidated financial position of Diversified Retailing Company, Inc. and 
subsidiaries at January 31, 1976 and the results of their operations and the 
changes in their financial position for the year then ended, and the financial 
position of Diversified Retailing Company, Inc. (parent Company only) at 
January 31, 1976 and the results of its operations and changes in its financial 
position for the year then ended, all in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding 
year, except for the change, with which we concur, in the valuation of marketable 
equity securities, as described in note 1 of notes to financial statements; and 
the supporting schedules, for the year ended January 31, 1976, in our opinion, 
subject to the effect of the matter discussed in the preceding paragraph, 
present fairly the information set forth therein. 

Omaha, Nebraska 
April 15, 1976 
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PEAT, 

f~; 
MARWICK, MITCHELL & CO. 
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Board of Directors 

ERNST & ERNST 
ONC. NORTH Cl-tARI..CS. 

BALTI MOR£, MARYLAN 0 
21201 

Diversified Retailing Company, Inc. 
Baltimore, Maryland 

We have examined the balance sheet of Diversified Retailing 
Company, Inc. (parent company) as of February 1, 1975, and the related 
statements of earnings, retained earnings and changes in financial 
position for the year then ended and the consolidated balance sheet of 
Diversified Retailing Company, Inc. and subsidiaries as of February 1, 
1975, and the relatad consolidated statements of earnings, retained 
earnings and changes in financial position for the year then ended and 
the related schedules listed in the accompanying index for the year 
ended February 1, 1975. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing procedures as 

·we considered necessary in the circumstances. The consolidated financial 
statements include the equity in earnings of certain affiliated companies. 
The financial statements of these companies used as the basis of recording 
such equity in earnings and those of the consolidated insurance subsidiary 
were examined by other auditors whose reports were furnished to us. The 
consolidated financial statements of Columbia Insurance Company, the 
insurance subsidiary, reflect total assets and net earnings constituting 
36% and 15% in 1975, respectively, of the related consolidated totals. 
Our opinion expressed herein, insofar as it relates to the amounts 
included for the consolidated insurance subsidiary and to the amount of 
income included for those affiliated companies for the year ended 
February 1, 1975, is based solely on the reports of other auditors. 

The report of the other auditors on the financial statements of 
Blue Chip Stamps (Blue Chip), an affiliated company, is qualified with 
respect to the resolution of pending legal proceedings referred to in the 
footnotes to the financial statements of Blue Chip, which statements are 
included as Exhibit C to this annual report on Form 10-K. The investment 
in Blue Chip is carried at cost plus equity in undistributed earnings, 
which at February 1, 1975 aggregated $13,249,000. 

In our opinion, based upon·our examination and the aforementioned 
reports of other auditors and subject to the effect, if any, on the 
financial statements resulting from the ultimate outcome of the legal 
proceedings referred to in the preceding paragraph, the financial 
statements referred to above present fairly the financial position of 
Di'l'ersified Retailing Company, Inc. (parent company) and the consolidated 
financial position of Diversified Retailing Company, Inc. and subsidiaries 
at February 1, 1975, and the respective results of their operations and 
changes in their financial position for the year then ended, in conformity 
with generally accepted accounting principles applied on a consistent 
basis, after restatement for the changes, with which we concur, in the 
method of accounting for the investment in the insurance subsidiary as 
described in Note 1 to the consolidated financial statements, and in the 
terms used to express changes in financial position from working capital 
to cash as shown in both the parent company and consolidated financial 
statements. Further, it is our opinion that Schedules III (subject to 
the effect of the aforementioned legal proceedings), and XVI referred to 
above for the year ended February 1, 1975 present fairly the information 
set forth therein in compliance with the applicable accounting regulations 
of the Securities and Exchange Commission. 

Baltimore, Maryland 
April 28, 1975 

E~~E~ 
ERNST & ERNST 
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DIVERSIFIED RETAILING COHPANY, INC, AND SUllSIDIARIES 

Consolidated Balance Sheets 

February 1, 1975 and January 31, 1976 

Assets 

Cash 
u. s. Treasury bills, at cost l<hich 

approximates market 
Accounts receivable (note 2) 
Herchandise inventories 

Investments, other than affiliates (notes 3 and 4): 
Bonds, at amortized cost 
Common stocks, at cost, 1975; market, 1976 

Total investments, other than 
affiliates 

Investments in affiliates (notes 
(Schedule III): 

6, 7 and 9) 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Total investments in affiliates 

Property and equipment, at cost less allowance 
for depreciation and amortization of 
$507,070 in 1975 and $539,328 in 1976 (note 8) 

Other assets 

Liabilities and Stockholders' Equity 

Losses and loss adjustment expenses 
Unearned insurance premiums 
Accounts payable and accruals 
Salaries, wages and bonuses 
Taxes other than income taxes 

Income taxes (note 10): 
Current 
Deferred 

Notes payable to banks (note 9) 
8% debentures due 1985 (note 9) 
9% notes payable (note 9) 
Other liabilities 

Total liabilities 

Stockholders' equity (notes 9 and 11): 
Common stock of $.0003 par value. Authorized 

3,333,333-1/3 shares; issued 1,000,000 shares 
Additional paid-in capital 
Net unrealized loss on marketable equity 

securities 
Retained earnings 

Total stockholders' equity 

Commitments and contingent liabilities 
(notes 12, 13 and 16) 

See accompanying notes to financial statements. 
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1975 

$ 4,462,878 

1,806,004 
901,630 

4,220,012 

1,788,450 
1,221,755 

3,010,205 

10,184,776 
13,249,060 
23,433,836 

925,198 

709,156 
$ 39,468,919 

$ 3,730,000 
1,224,835 
2,057,703 

145,524 
288,080 

419,304 
522,129 

6,600,000 
1,239,154 

496,404 
16,723,133 

300 
5,999,700 

16,745,786 
22,745,786 

$ 39,468,919 

1976 

4,018,061 

2,421,690 
470,941 

4, 739,021 

2,199,877 
533,833 

2, 733,710 

12,641,809 
13,264,615 
25,906,424 

929,696 

744,526 
41,964,069 

4,019,020 
1,116, 749 
2,433,881 

127,796 
313,946 

445,203 
698,245 

350,000 
6,600,000 
1,372,709 

512,890 
17,990,439 

300 
5,999,700 

(839,303) 
18,812,933 
23,973,630 

41,964,069 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Consolidated Statements of Earnings and Retained Earnings 

Years ended February 1, 1975 and January 31, 1976 
• 

Net sales (including leased department sales of 
$948,151, 1975; $1,063,197, 1976) 

Cost of goods sold 
Gross profit 

Insurance underwriting (loss) 
Interest and dividend income 
Other income 

Selling, general and administrative expenses 
Interest and financing costs 

Earnings before income taxes, 
equity in earnings of affiliates, 
realized securities gains and 
losses and extraordinary item 

Income taxes (note 10) 
Earnings before equity in 

earnings of affiliates, 
realized securities gains 
and losses and extraordinary 
item 

Equity in earnings of affiliates (notes 6 and 7): 
Berkshire Hathaway Inc. 
Blue Chip Stamps 

Earnings before realized 
securities gains and losses 
and extraordinary item 

Realized gains (losses) on sales of securities, 
net of taxes (credit) in 1975 of ($89,894) 
and in 1976 of $2,017 

Earnings before extraordinary item 

Extraordinary item (note 14) 
Net earnings 

Retained earnings at beginning of year 

Retained earnings at end of year 

Earnings per share: 
Earnings before equity in earnings of affiliates, 

realized securities gains (losses) and 
extraordinary item 

Equity in earnings of affiliates 
Realized securities gains (losses) 
Extraordinary item 

Net earnings 

See accompanying notes to financial statements. 
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$ 34,924,966 
21,828,566 
13,096,400 

$ 

(374,221) 
414,000 
196,519 

13,332,693 

11,946,426 
676,758 

12,623,184 

709,514 

306,796 

402,718 

722,671 
859,011 

1,581,682 

1,984,400 

{209. 754) 
1, 774,6t,6 

68,391 
1,843,037 

14,902,749 

16,745,786 

$ .40 
1.58 
(. 21) 
_:.!21_ 

$ 1.84 
= 

36,144,691 
22,267,010 
13,877,681 

(581,874) 
445,177 
220,770 

13,961,754 

12,254,693 
714,304 

12,968,997 

992,757 

488,969 

503,788 

637,118 
921,531 

1,558,649 

2,062,437 

4 710 
2,067,147 

2,067,147 

16,745,786 

18,812,933 

.so 
1.56 

.01 

2.07 --
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Consoli.dated Statements of Changes in Financial Position 

Years ended February 1, 1975 and January 31, 1976 

Funds provided: 
From operations: 

Net earnings before extraordinary item 
Charges (credits) to earnings not requiring 

(providing) funds: 
Equity in current earnings of affiliates, 

net of deferred taxes 
Dividends received from affiliates, net 

current taxes 
Increase in unpaid losses and loss 

adjustment expenses 
Increase (decrease) in unearned insurance 

premiums 
Increase in accounts payable and accrued 

expenses 
Depreciation and amortization of fixed assets 
Provision for (reversal of) anticipated 

losses on common stocks, net of $90,000 
deferred tax benefit 

Loss (gain) on sale of investments 
Decrease (increase) in inventories 
Decrease (inc.:ease) in accounts receivable 
Increase (decrease) in income taxes currently 

payable 
Increase (decrease) in other liabilities 
Amortization of excess of carrying amounts of 

net assets of consolidated subsidiaries over 
acquisition costs 

All other 
Funds provided from operations, 

excluding extraordinary item 

Extraordinary item 

Funds provided from operations 

Decrease in cash 
Proceeds from sale of investments: 

Bonds 
Common stocks 

Increase in notes payable to bank 
Proceeds from issuance of 9% notes 

Funds used: 
Investment in Berkshire Hathaway Inc. 
Purchase of insurance subsidiary 
Other investments: 

Bonds 
Common stocks 

Additions to property, plant and equipment, net 
Debt repayment 
Increase in treasury bills 
Increase in cash 

See accompanying notes to financial statements. 
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$ 1, 774,646 

(1,581,682) 

187,506 

1,124,859 

158,409 

1,315,345 
125' 659 

210,000 
(352) 

93,430 
(20,489) 

(1 '148) 
60,446 

(106,875) 
2,963 

3,342,717 

68,391 
3,411,108 

30,286 

$ 3,441,394 

497,800 

191,055 
15,000 

129,263 
3,731 

1,143,415 
1,461,130 

$ 3,441,394 

2,067,147 

(1,558,649) 

187,508 

289,020 

(108,086) 

384,316 
120,992 

(210,000) 
293,273 

(519 ,009) 
430,689 

25' 899 
16,486 

(106,980) 
(3,342) 

1,309,264 

1,309,264 

444,817 

203,887 
659,364 
350,000 
163,786 

3 '131,118 

1,771,442 

588,269 

125,490 
30,231 

615.686 

3,131,118 



DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Balance Sheets 
. 

February 1, 1975 and January 31, 1976 

As !'lets 

Cash 
Note receivable from subsidiary 
Investment in subsidiary (note 5) (Schedule III) 
Investment in affiliated company (note 6) 

(Schedule III) 
Unamortized cost of long-term financing 

Liabilities and Stockholders' Equity 

Accrued interest and other expenses 
Due to subsidiary 
Deferred income taxes 
Note payable to bank (note 9) 
8% debentures (note 9) 
9% notes payable (note 9) 
Unamortized excess of carrying amount of net 

assets of subsidiary over acquisition cost 

Stockholders' equity (notes 9 and 11): 
Common stock of $.0003 par value. Authorized 

3,333,333-1/3 shares; issued 1,000,000 shares 
Additional paid-in capital 
Net unrealized loss on marketable equity 

securities 
Retained earnings 

Total stockholders' equity 

1975 

$ 7. 336 
6,600,000 

22,025,026 

2,250,819 
302' 868 

$ 31,186,049 

$ 180,691 
50,959 
74,404 

6,600,000 
1,239,154 

295,055 

300 
5,999,700 

16,745,786 

22,745,786 

49,718 
6,600,000 

18,141,285 

7,886,196 
274,666 

32,951,865 

177.232 
152,524 
161,845 
350,000 

6,600,000 
1,372,709 

163,925 

300 
5,999,700 

(839,303) 
18,812,933 

23,973,630 

$ 31,186,049 32,951,865 

See accompanying notes to financial statements, 
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DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Statements of Earnings and Retained Earnings 

Years ended February 1, 1975 and January 31, 1976 

Interest income 
Amortization of excess of net assets of 

subsidiary over acquisition cost 

Expenses: 
General and administrative 
Interest and financing costs 

Loss before income taxes and equity 
in net earnings of subsidiary 
and affiliated company 

Income tax credit 

Earnings before equity in net 
earnings of subsidiary and 
affiliated company 

Equity in net earnings of subsidiary (note 5) 

Equity in net earnings of affiliated company 
(notes 6 and 7) 

Net earnings 

Retained earnings at beginning of year 

Retained earnings at end of year 

Earnings per share: 
Earnings before equity in net earnings of 

subsidiary and affiliated company 
Equity in net earnings of subsidiary 
Equity in net earnings of affiliated company 

Net earnings 

See accompanying notes to financial statements. 
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$ 528,000 

131,130 
659,130 

55,618 
667,810 
723,428 

(64,298) 

97,156 

32,858 

1,630,378 

179,801 

1,843,037 

14,902,749 

$ 16,745,786 

$ .03 
1.63 
~ 

$ 1.84 
= 

528,000 

131,130 
6591 130 

29,127 
676,565 
705,692 

(46,562) 

88,846 

42,284 

1,744,319 

280,544 

2,067,147 

16,745,786 

18,812,933 

.04 
1. 75 
--:1§. 

2.07 
= 



DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Statements of Changes in Financial Position 

Years ended February 1, 1975 and January 31, 1976 

Funds provided: 
From operations: 

Net earnings 
Charges (credits) to earnings not requiring 

(providing) funds: 
Increase (decrease) in accrued expenses 
Amortization of excess of carrying amounts 

of net assets of subsidiary over 
acquisition cost 

Amortization of long-term financing costs 
Equity in undistributed net earnings of 

subsidiary 
Equity in und;stributed net earnings of 

Berkshire hathaway Inc. 

Funds provided from (used 
in) operations 

Proceeds from borrowings 
Net advances from subsidiary 
Dividend from subsidiary 
Decrease in cash 

Funds used: 
Investment in affiliated company 
Increase in cash 
Repayment of debt 

See accompanying notes to financial statements. 
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$ 1,843,037 

988 

(131,130) 
28,203 

(1,630,378) 

(179,801) 

(69,081) 

4,844 

6 7. 968 
$ 3, 731 

3,731 
$ 3,731 

2,067,147 

(3,459) 

(131, 130) 
28,202 

(1,744,319) 

(280,544) 

(64, 103) 

513,786 
101,565 

4,788,757 

5,340,005 

5,267,392 
42,382 
30.231 

5,340,005 



, 
DIVERSIFIED RETAILING COHPANY, INC. AND SUBSIDIARIES 

AND 
DIVERSIFIED REl'AILING COHPANY, INC. 

(Parent Company Only) 

Notes to Financial Statements 

February 1,.1975 and January 31, 1976 

(1) Summary of Significant Accounting Policies 

(a) Principles of Consolidation 

Diversified Retailing Company, Inc. (the Company) is a holding company and 
has no operations. The consolidated financial statements include the 
accounts of the Company and its wholly-owned subsidiary, Associated 
Retail Stores, Inc. ("Associated") and Columbia Insurance Company 
' C:olumbia"), wholly-mmed by Associated. All significant intercompany 
accounts and transactions have been eliminated in consolidation. 
Separate financial statements of the. parent Company have been included 
herein. This presentation differs from that used in financial statements 
issued prior to fiscal 1975 by the Company, in which Associated's investment 
in Columbia was carried on the equity basis. Because of the nature of the 
insurance assets and liabilities now consolidated, the accompanying 
consolidated balance sheets no longer distinguish between current and 
noncurrent assets and liabilities. 

(b) Investment in Subsidiary 

The investment in Associated is accounted for under the equity method in 
the parent Company only financial statements. At the date of acquisition 
of Associated by the Company, the carrying amount of the net assets 
~<as in excess of the investment. Such excess amounted to $1,311,309 and 
is being amortized to income over a ten-year period. The unamortized 
balance of $295,055 at February 1, 1975 and $163,925 at January 31, 1976 
is included in <•~her liabilities in the consolidated balance sheets. 

(c) Investment in Affiliated Companies 

The Company and its subsidiaries hold common stock investments in Berkshire 
Hatha~<ay Inc. and Blue C!lip Stamps and account for such investments by use 
of the equity method. Deferred income taxes are provided for with respect 
to undistributed earnings under the assumption that such earnings will 
ultimately be distributed as taxable dividends. 

For the year ended Januarv 31, 1976, the Company and its subsidiaries have 
reflected a direct charge to stockholders' equity which represents their 
share of the unrealized loss that existed at February 28, 1976 in the 
marketable equity securities 01.ned by an affiliate. The change in 
accounting method ~<as made pursuant to the dictates of Statement of 
Financial Accounting Standards No. 12. No tax effect has been recognized 
1oith respect to this unrealized loss. 

Blue Chi.p Stamps determines income on the basis of a fiscal year ending 
on or about February 28; the Company has not recognized this difference 
in its annual accounting for its equity in earnings of Blue Chip Stamps, 
having ~ecorded its equity in earnings of Blue Chip's year ending with 
respect to February 28, in its year ending with respect to the preceding 
January 31. 

(d) Investments, Other Than Investments in Affiliated Companies 

These investments represent those of insurance subsidiaries. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

Investments in bonds are stated at amortized cost. The aggregate market 
value of bonds has not been determined but, at both February 1, 
1975 and January 31, 1976, would be less than cost. No provision has 
been made for possible losses on bonds since the subsidiaries generally 
intend to hold bonds to maturity and do not expect to realize any 
significant losses upon their disposition. 

Investments in common stocks are stated at cost less a valuation allowance 
for anticipated losses, at February 1, 1975, and at the lower of aggre­
gate cost or market value at January 31, 1976. This change in accounting 
method was made pursuant to the dictates of Statement of Financial 
Accounting Standards No. 12. The reduction from cost to market value is 
reflected as a direct charge to stockholders' equity. No tax effect has 
been recognized with respect to this unrealized loss. 

(e) Merchandise Inventories 

Inventories are priced at the lower of cost or market by use of the retail 
inventory method except as to warehouse inventories where cost is 
determined by the first-in, first-out method. 

(f) Property and Equipment 

Property and equipment represents that of the retailing subsidiaries. 
Expenditures for maintenance, repairs, renewals and betterments which 
represent improvements are capitalized; other such items are charged to 
current operations. At the time assets are retired or otherwise disposed 
of, the cost and related allowance for depreciation are eliminated from 
the asset and allowance accounts and any profit or loss on disposition is 
reflected in current operations. When assets become fully depreciated, 
the cost and related allowance for depreciation are written off. 

Depreciation for both financial accounting and income tax purposes is 
based on the 150% declining balance method as to buildings and on the 
straight-line method for substantially all other property and equipment. 

(g) Financing Costs 

Certain costs incurred in connection with the issuance by the Company of 
its 8% debentures have been capitalized an~ are being ratably amortized 
over the stipulated life of the debentures. Unamortized financing costs 
included in other assets in the consolidated balance sheets at 
February 1, 1975 and January 31, 1976 were $302,868 and $274,666, 
respectively. 

(h) Losses and Loss Adjustment Expenses of 
Consolidated Insurance Subsidiaries 

The provision for losses and loss adjustment expenses is based upon past 
experience and estimates received relating to assumed reinsurance and 
est.imates of unreported losses. 

(i) Insuranc_e Premiums 

Insurance premiums are recognized as earned ratably over the terms of the 
policies. Unearned premiums are computed on a monthly vro rata basis. 
Policy acquisition costs or commissions are deferred when considered 
recoverable and charged against income ratably over the terms of the 
policies for purposes of determining consolidated ;:esults of the Company 
and its subsidiaries. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(j) Federal Income Taxes 

The Company and its subsidiaries file a consolidated Federal income tax 
return. Insurance subsidiaries account for certain items of income and 
expense differently for financial reporting purposes than for income tax 
reportin! purposes. Provisions are made for deferred taxes in recognition 
of these timing differences. 

The investment tax credit (not material) is accounted for as a reduction 
of Federal income taxes in the year in which the credit arises. 

(2) Accounts Receivable 

Accounts receivable consisted of the following: 

Feb. 1,1975 Jan.31,1976 
Layaway accounts and other 

receivables of retailing 
operations 

Uncollected premiums, net of 
commissions payable, of 
insurance operations 

Reinsurance recoverable on 
loss payments 

Investment income due and accrued 

(3) Securities Deposited With Others 

$ 258,528 

581,865 

26,241 
34,996 

$ 901,630 

241,733 

185,910 

43,298 
470,941 

Insurance subsidiaries had deposited the following securities in trust with 
regulatory authorities or with ceding reinsurers in accordance with 
reinsurance treaties: 

Bonds, at amortized cost 
Stocks, including those of 

affiliates, at cost 

Dec.31,1974 

$ 1,065,551 

2,041,042 

(4) Investments in Common Stocks of Unaffiliated Companies 

Dec.31,1975 

973,050 

3,079,663 

At December 31, 1974, Columbia recognized as a realized loss a $300,000 
prov~s~on for estimated losses on common stocks of unaffiliated companies. 
The investment in such stocks is reported at cost less the allowance for 
anticipated losses at that date and at market value at December 31, 1975. 
The investment in common stocks of unaffiliated companies and the related 
market values are as follows: 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

(4), Continued 

Cost 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

1974 

$ 1,521,755 
Less allowance for anticipated 

losses 300,000 
Less net unrealized loss 

Carrying value $ 1,221,755 

Approximate market value $ 849,700 

1975 

563,136 

29,303 
533,833 

533,833 

At December 31, 1975 gross unrealized gains were $6,376 and gross unrealized 
losses were $35,679. A net realized gain of $6,727 (before applicable 
income taxes) on the sale of securities was included in the determination 
of net earnings for 1975. 

(5) Investment in Subsidiary 

The carrying value of the investment in common stock of Associated represents 
the cost plus equity in undistributed earnings since date of acquisition. 
This investment is summarized as follows: 

Underlying net asset values at date 
of acquisition 

Additional capital contribution 
Equity in post-acquisition undistributed 

earnings 
Excess of cost over market value of 

subsidiary and affiliate's 
marketable equity securities 
applicable to the Company's equity 
interest 

Carrying value 

(6) Investment in Berkshire Hathaway Inc. 

Feb. 11 1975 Jan.31 1 1976 

$ 7,417,659 
11,139.732 

3,467,635 

$ 22,025,026 

7,417,659 
11,139,732 

423,197 

(839,303) 

18,141,285 

The carrying value of the investment in common stock of Berkshire Hathaway 
Inc. (Berkshire) represents the cost plus the equity in earnings since 
dates of acquisition, adjusted for amortization on a forty year basis of 
the excess cost over underlying net asset values at dates of acquisition. 
This is summarized as follows: 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

(6), Continued 

DIVERSIFIED RETAILING COMPANY, INC, 
(Parent Company Only) 

Notes to Financial Statements 

Feb. 1,1975 Jan.31,1976 

Shares owned 

Percentage of total outstanding shares 

Cost represented by: 
Underlying net asset values at dates 

of acquisition 
Excess cost (excess book value), net 

of amortization of $4,713 at 
February 1, 1975 and ($7,612) at 
January 31, 1976 

Equity in post-acquisition earnings 
Carrying value 

109,551 

11% 

$ 6,299,019 

328,061 
6,627,080 
3,557,696 

$ 10,184,776 

147,615 

15% 

9,738,578 

(1,327,461) 
8,411,117 
4,230,692 

12,641,809 

Deferred income taxes of approximately $255,000 at February 1, 1975 and $304,000 
at January 31, 1976 have been provided with respect to the equity in post­
acquisition earnings, assuming their ultimate distribution as a taxable 
dividend. 

In November 1975 Associated paid a dividend to the Company in the form of 
its investment in the common stock of Berkshire. The amount of the dividend 
was $4,788,757 and represented Associated's carrying value at thatdate. 
The Company's investment in Berkshire is summarized as follows: 

Shares owned 

Percentage of total outstanding shares 

Cost represented by: 
Underlying net asset values at dates of 

acquisition 
Excess cost (excess book value), net of 

amortization of ($18,237) at 
February 1, 1975 and ($18,211) at 
January 31, 1976 

Equity in post-acquisition earnings 
Carrying value 

Feb. 1,1975 Jan.31,1976 

26,392 

3% = 

$ 1,334,026 

(129, 941) 
1,204, 085 
1,046,734 

$ 2,250,819 

98,900 

10% 
= 

7,069,566 

(1,444,631) 
5,624,935 
2,261,261 
7,886,196 

Deferred income taxes of approximately $74,000 at February 1, 1975 and $162,000 
at January 31, 1976 have been provided with respect to the equity in post­
acquisition earnings. 

Financial statements of Berkshire are included elsewhere herein. 

(Continued) 
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DIVERSIFIED RETAILING CO}WANY, INC, AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC, 
(Parent Company Only) 

Notes to Financial Statements 

(7) Investment in Blue Chip Stamps 

The carrying value of the investment in Blue Chip Stamps (Blue Chip) represents 
the cost, less amortization of the net excess of cost over equity in net 
assets at dates of acquisition, plus equity in undistributed earnings. 
Deferred taxes of $290,000 at February 1, 1975 and $382,000 at January 31, 
1976 have been provided with respect to the equity in undistributed earnings, 
assuming their ultimate distribution as a taxable dividend. The investment 
in Blue Chip is summarized as follows: 

Shares owned 

Percentage of total outstanding shares 

Cost represented by: 
Underlying net asset values at dates 

of acquisition 
Net excess cost, less amortization of 

$1,068,500 at February 1, 1975 and 
$1,514,214 at January 31, 1976 

Equity in post-acquisition undistributed 
earnings 

Excess of cost over market value of Blue 
Chip Stamps' marketable equity securi­
ties at February 28, 1976 applicable 
to the Company's equity interest 

Carrying value 

Feb. 1,1975 

841,900 

16'/. 
= 

$ 6,988,300 

2,228,571 
9,216,871 

4,032,189 

$ 13,249,060 

Jan.31,1976 

841,900 

16% 
= 

6,988,300 

1,782,857 
8, 771,157 

5,303,458 

(810,000) 

13,264,615 

The excess of cost over equity in net assets is being amortized over seven 
years from the beginning of 1974. Amortization was $445,714 for 1975 and 
1976. Dividends from Blue Chip were $202,056 in each of the fiscal years 
ended February 1, 1975 and January 31, 1976. 

In addition to the shares of Blue Chip owned by the Company and its subsidiaries, 
Berkshire owned approximately 26% of the outstanding shares at both dates and 
Warren E. Buffett, Chairman of the Board, and his wife owned 13% of Blue 
Chip's shares at both dates. Financial statements of Blue Chip and Wesco 
Financial Corporation, a 64% owned subsidiary of Blue Chip, are included 
elsewhere herein. The accountants' report on Blue Chip's financial state­
ments was given subject to the effect, if any, of certain legal proceedings 
and the; financial statements include the following note (the "Company" 
refers to Blue Chip Stamps): 

"Pursuant to an antitrust action filed by the Federal 
Government a consent final judgment was entered in 1967 
providing for, among other things, a plan to offer for sale 
one-third of the Company's California trading stamp business 
located within a contiguous geographical area in Southern 
California. That portion of the judgment has been suspended 
indefinitely by stipulation and court order signed in March 
1976. 

(Continued) 
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DIVERSIFIED RETAILING CO~WANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING CO~WANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

The Company is a defendant in a purported class action 
filed March 1, 1971 to recover for stamp savers monies 
collected by it as reimbursement for California sales 
taxes on redemption of stamps. Plaintiffs claim that 
redemption transactions are not taxable and that all such 
collections should be returned or, alternatively, that 
such collections exceeded the tax properly payable and 
such excess should be returned. The Company has paid 
sales taxes to the state equal to its reimbursement 
collections. The Company has asserted claims against the 
state for reimbursement of all or part of any recovery by 
plaintiffs. Following denial of these claims by the state, 
the Company cross-complained against the state seeking 
indemnity. The original class action complaint against 
the Company was amended to assert fraud and to seek punitive 
damages. On June 1, 1973 two partial summary judgments were 
entered by way of interlocutory orders, neither of which has 
yet become final. The first was in favor of the Company to 
the effect that the redemption transactions were taxable. 
The second was in favor of plaintiffs to the effect that the 
Company's collections exceeded the tax properly payable. In 
the opinion of counsel for the Company, the second partial 
summary judgment was erroneous. The class action complaint 
was also amended effective September 19, 1974 to assert, in 
substance, that the Company's predecessor had engaged in similar 
conduct from 1961 until its merger into the Company in 1968, 
and that the Company must respond in respect of the alleged 
liability of its predecessor to plaintiffs and the persons 
they purport to represent for overreimbursement of sales taxes. 
On October 24, 1975 the California Supreme Court granted the 
petition of Blue Chip Stamps for an alternative writ of 
mandate to determine (1) whether the trial court properly 
certified the action as a class action and set it for trial 
without any notice to members of the purported class and (2) 
whether or not an order for partial summary judgment 
previously entered was erroneous. Proceedings in the trial 
court are stayed pending final determination of the mandate 
proceedings in the Californi3 Supreme Court. Issues 
relating to the class act~ca aspects of the case remain 
unresolved along with a number of issues of fact. 
Maximum liability in respect of this action as amended 
may be as high as $17,000,000 less the amount of any 
money which may be recovered on the claims against the 
state. Counsel believes the prospects for some such 
recovery to be good. In the opinion of counsel for the 
Company, substantial defenses are available, but counsel 
cannot predict the ultimate outcome of the action. 

A purported class action was filed under Federal securities 
laws on November 10, 1970 against the Company and certain of 
its present and former stockholders and directors, on behalf 
of retailer users of Blue Chip Stamps who failed to purchase 
securities of the Company in a 1968 offering to retailer 
users. The complaint alleged damages to plaintiffs of 
$21,400,000, together with exemplary damages of $25,000,000, 
interest, attorneys' fees and costs, and prayed that 
plaintiffs have the right to purchase securities of the 
Company on the terms of the 1968 offering. After hearings 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

in the United States District Court and the United States 
Court of Appeals for the Ninth Circuit, the Supreme Court 
of the United States in a decision rendered on June 9, 1975 
held that the purported class did not have standing to 
bring such an action. Accordingly, the Federal action is 
concluded. On June 5, 1974 the Company was served with a 
complaint in a substantially identical action based on 
California corporate and common law filed in Los Angeles 
County Superior Court on June 21, 1971. Although 
plaintiffs are pursuing the state court action, in the 
opinion of counsel for the Company, upon the facts now known, 
the present state of the law and the decision of the Supreme 
Court in the Federal action, there appear to be substantial 
defenses on the merits." 

(8) Propertv and Equipment 

Property and equipment are comprised of the following: 

Feb. 1,1975 Jan.3l,l976 

Land $ 231,715 231,715 
Buildings 239,997 239,998 
Building improvements 183,538 200,336 
Leasehold improvements 194,312 231,225 
Furniture, fixtures and 

equipment 582,706 565,750 
1,432,268 1,469,024 

Less 1\llowances for depreciation 
and amortization 507,070 539,328 

$ 925,198 929,696 

Generally, the estimated useful lives used for computing depreciation range 
from 20 to 33 years for buildings, 4 to 14 years for furniture, fixtures 
and equipment and the life of the lease for leasehold improvementn. 

(9) Debt 

Under a line of credit arrangement for short-term debt, Associated may 
borrow up to $4,000,000 on such terms as it and the bank may mutually 
agree upon. The line of credit can be withdrawn at the bank's option. 
There were no compensating balance arrangements under the line of 
credit nor any outstanding borrowings at any month end during the two 
years ended January 31, 1976. 

(Continued) 
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DIVERSIFIED RETAILING COHPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COHPANY, INC . 
(Parent Company Only) 

Notes to Financial Statements 

In November 1975 the Company entered into a line of credit arrangement with 
the Haryland National Bank for short-term debt under which arrangement 
the Company could borrow up to $750,000 on such terms as the Company and 
the bank mutually agreed upon. There were outstanding borrot<ings under 
this arrangement of $250,000 at December 31, 1975 and $350,000 at 
January 31, 1976. Subsequent to that date borrowings under the arrange­
ment increaseti to $650,000 with the latter amount refunded, and this 
credit arrangement replaced, by a bank term loan. See note 16. The 
average interest rate was 8.37% for borrowings under this linp of credit 
during the year ended January 31, 1976. There were no compensating 
balance arrangements supporting the line; shares of Berkshire Hathm<ay 
Inc. were pledged as collateral for borrowings thereunder. 

8% Debentur~s 

The debentures were issued under a trust indenture dated November 1, 1967, 
under t<hich the aggregate principal amount which may be issued is 
unlimited, the debentures are not secured by any lien, and there are no 
restrictions against secured or unsecured borrowings of the Company. They 
bear interest at a fixed annual rate of 8% payable semiannually and bear 
participating additional interest each year up to a maximum of 1% contin­
gent upon the amount of adjusted consolidated earnings before income 
taxes, as defined, for the previous fiscal year. No contingent interest 
t<as payable under these provisions during the last two fiscal years. 

The debentures are subject to redemption at the option of the Company at 
104% of par plus accrued interest to October 31, 1976 and thereafter at 
percentages reducing to 100% at November 1, 1983. The debentures are also 
contingently subject to redemption at par plus accrued interest through 
operation of a sinking fund. If the adjusted consolidated net worth, as 
defined, of the Company is less than $12 million, sinking fund payments 
are generally required. No such contingent sinking fund payments have 
been required and none appear imminent. 

The debentures are further subject to redemption at the option of each 
debenture holder, exercisable t<ithin 60 days following notice that, other 
than by reason of the death of Warren E. Buffett, said Warren E. Buffett 
or an organization controlled by him,. shall cease to own in combined 
holdings a larger block of shares with voting rights of the Company than 
any other stockholder, or combination of stockholders, controlled by a 
single individual. 

The articles of incorporation of the Company provide that if and as long 
as an event of default exists or the adjusted consolidated net worth of 
the Company is less than $8,000,000, and either condition continues for a 
period of thirty days, then the holders of the debentures, to the exclusion 
of the holders of the Company's stock, shall be entitled to vote (i) to 
elect directors of the Company, and (ii) to approve the sale, lease or 
other disposition of all or substantially all of the assets of the Company 
and distribution of the proceeds thereof to the extent necessary to pay all 
sums due debenture holders and other creditors. No amendment to such 
provisions shall be made as long as any debentures are outstanding without 
the l<ritten approval of the holders of two-thirds in principal amount of 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial StatetMnts 

the debentures then outstanding. If there are such voting rights, each 
holder of the debentures will have one vote for each $1,000 principal 
amount of debentures. 

The trust indenture covering the debentures contains certain restrictions 
applicable to the Company relating to net worth, redemption of stock and 
payment of dividends. Retained earnings of approximately $1,303,000 were 
subject to such restrictions at January 31, 1976. 

9% Notes Payable 

The notes payable represent purchase obligations for shares of Berkshire 
Hatha~<ay Inc. acquired at various dates. These notes become due at varying 
dates through January 4, 1988 and bear interest at 9% per year, payable 
semiannually. The notes are also due on the respective payees' demand 
on or after the expiration of t1oelve months following the date of death 
of Warren E. Buffett. 

Principal payments due on these notes are summarized by fiscal year as follo~<s: 

1977 
1978 through 

1981 
1982 
1983 
1986 
1987 
1988 

(10) Income Taxes 

1980 
$ 83,231 

3,731 
28,731 

357,969 
571,299 
165,286 
26,500 

128,500 

Total income tax expense for the years ended February 1, 1975 and January 31, 
1976 is summarized as follows: 

Income taxes applicable to: 
Operating earnings 
Equity in earnings of Berkshire 

Hathaway Inc. 
Equity in earnings of Blue Chip 

Stamps 
Realized gain (loss) on sales of 

securities 
Extraordinary gain 

Total income tax expense 
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Year 
Feb. 1,1975 

$ 306,796 

56,712 

101,248 

(89,894) 
36,000 

$ 410,862 

ended 
Jan.3l,l976 

488,969 

48,473 

106,080 

2,017 

645,539 

(Continued) 
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DIVERSIFIED RETAILING CONPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING CONPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

Current taxes applicable to: 
Operating earnings 
Distributed earnings of Blue Chip Stamps 
Realized investment gain (loss) 
Extraordinary gain 

Total current 

Deferred taxes applicable to: 
Equity in undistributed earnings of: 

Berkshire Hathaway Inc, 
Blue Chip Stamps 

Accreted discount on bonds 
Credit for tax effect of reduction 

in insurance companies' deferred 
acquisition costs 

Reversal of (provision for) antici­
pated loss on sale of investment 
securities 

Total deferred 

The above figures represent: 
State and local income taxes 
Federal income taxes 

Year ended 
Feb, 1,1975 Jan.31,1976 

$ 309,196 
14,548 

106 
36,000 

359,850 

$ 

56,712 
86,700 

1,900 

(4,300) 

{90,000) 
51,012 

410,862 

174,000 
236,862 

$ 410,862 

542,859 
14,548 

(87,983) 

469,424 

48,473 
91,532 

9,950 

(63,840) 

90,000 
176,115 
645,539 

226,150 
419,389 

645,539 

Federal income taxes computed at the statutory 48% rate applied to income 
before taxes are reconciled to the Federal income tax expense figures 
reflected above as follows: 

Federal income taxes at statutory rate 
Tax differences relating to: 

Dividends received credits, including 
credits applied to equity in earnings 
of Berkshire Hathaway Inc. and Blue 
Chip Stamps 

Amortization of differences between cost 
and underlying net assets ofsubsidiaries 
and investees (not deductible for tax 
purposes) 

Capital gain or loss rate differential 
State and local taxes, net of Federal 

tax benefit 
Tax-exempt interest income 
All other 
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Year ended 
Feb. 1 1 1975 Jan.31 1 1976 

$ 1,082,000 1,302,000 

(918,000) (896,000) 

167,000 157,000 
31,000 (1,000) 

90,000 118,000 
(39,000) (48,000) 
{2,138) 13,539 

$ 410,862 645,539 

(Continued) 
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DIVERSIFIED RETAILING CO~WANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(11) Stockholders' Equity 

There were no changes in the capital stock and additional paid-in capital 
accounts during the two years ended January 31, 1976. 

At January 31, 1976 consolidated retained earnings included $7,342,284 
representing undistributed earnings of affiliated companies (net of income 
tax provisions) as follows: Berkshire Hathaway ·· $3,934,908; Blue Chip -
$3,407,376. 

At January 31, 1976, the parent Company's retained earnings included $423,197 
representing undistributed earnings of Associated and $1,271,111 represent­
ing undistributed earnings of Berkshire Hathaway Inc. 

(12) Leases 

(13) 

Associated and its retailing subsidiaries lease 67 stores, warehouse 
facilities and New York offices, under leases expiring at various dates 
through 1988. The leases require minimum annual rentals plus, under the 
terms of certain leases, additional payments for t~xes, other expenses 
and percentage rentals. Total rental expense on such facilities for the 
fiscal years ended February 1, 1975 and January 31, 1976 was approximately 
$1,788,000 and $1,782,000, respectively, including contingent rentals of 
approximately $213,000 and $287,000, respectively. 

The present value of noncapitalized financing leases is not material. 
Likewise, the impact on net income if such leases had been capitalized 
would not be material. 

Minimum annual rental obligations under the existing real estate leases 
were as follows: 

Fiscal year ending 1977 $ 1,317,000 
Fiscal year ending 1978 1,118,000 
Fiscal year ending 197~ 930,000 
Fiscal year ending 1980 819,000 
Fiscal year ending 1981 731,000 
Fiscal years ending 1982-1986 2,115,000 
Fiscal years ending 1987-1988 33,000 

Total $ 7,063,000 

Pension Plan 

Associated has a noncontributory trusteed pension plan covering eligible 
full-time employees. The total pension expense for the fiscal years ended 
February 1, 1975 and January 31, 1976 was $73,000 and $7,800, respectively. 
The expense for 1975 included normal cost and amortization of past service 
liability over a thirty year period. The expense for 1976 relates only to 
interest since the provisions and certain assumptions of the plan were in 
the process of being revised, Management believes the effect of the 
revisions will be a relative reduction in normal cost of the plan. The 
unfunded past service liability at February 1, 1975 (date of last 
valuation) was approximately $100,000. 

(Continued) 
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DIVERSIFIED RETAILING COHPANY, INC. AND SUBSIDIARIES 
AND 

(14) §xtraordinary Items 

DIVERSIFIED RETAILING CO~IPANY, INC • 
(Parent Company Only) 

Notes to Financial Statements 

In Hay 1973 Associated Retail Stores, Inc. received condemnation proceeds of 
approximately $1,348,000 for certain real estate improvements which were 
reflected on the books at ;>1!74,000, net of depreciation allowance. It \;as 
estimated that an additional $135,000 would be realized from this pro­
ceedi~6; the latter amount was recognized in computing gain of $395,578 
net of $213,000 income taxes, reflected as an extraordinary item in the 
statement of earnings for the year ended February 2, 1974. Proceeds over 
and above the $135,0UG ~~timated as of February 2, 1974 were received in 
connection with those properties in the current fiscal year, and an 
additional gain of $68,391, net of ~35,000 income taxes, is reflected as 
an extraordinary item in the statement of earnings for the year ended 
February 1, 1975. 

(15) Supplemental Note - Inventories 

Inventories used in the computation of cost of goods sold were as follows: 

February 2, 1974 
February 1, 1975 
January 31, 1976 

(16) Commitment and Subseguent Event 

$ 4, 313.442 
4,220,012 
4, 739,021 

In Harch and April 1976 the Company repurchased for cash 211,877 shares of 
its outstanding capital stock for an aggregate purchase price of $3,178,155. 
Proceeds of a bank term loan, described in the succeeding paragraph, were 
the source of funds used for the repurchase. 

In }mrch 1976, the Company arranged for a bank term loan of principal amount 
of $4,000,000, fully drawn down in April of 1976, repayable in principal 
installments of $1,000,000 on Harch 1, 1979 and Harch 1, 1980 and 
$2,000,000 on Harch 1, 1981. Interest on this loan will fluctuate at 
2% over the Haryland National Bank prime rate. This loan refunded $650,000 
short-term borro~<ings from the bank and the loan agreement replaced the short­
term debt line of credit agreement disclosed in note 9 preceding. 
Collateral pledged by the parent Company will include 98,900 shares or 
more of Berkshire Hathaway Inc., 453,000 shares of Associated Retail Stores, 
Inc. and a $6,600,000 promissory note of Associated to Diversified, due in 
1985. Negative covenants supporting the loan preclude (1) additional long­
term borro~<ings by the Company or its subsidiaries,(2) additional pledge of 
assets by the Company or its subsidiaries, (3) payment of dividends by the 
Company,and (4) changes in the investment structure of the Company or its 
subsidiaries particularly 1;ith reference to the 841,900 share holdings of 
Blue Chip Stamps. An event of default against the 8% debentures due 1985 
of the Company ~<ill constitute an event of default under this borrowing. 
Further, the lending bank ~<ould consider it an event of default for 
Diversified to be merged, sold or transferred in any ~<ay to any other 
company not effectively controlled by Warren Buffett. 

(Continued) 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 
AND 

DIVERSIFIED RETAILING COMPANY, INC. 
(Parent Company Only) 

Notes to Financial Statements 

(17) Transactions With Affiliates 

Columbia derives the major portion of its business through the assumption of 
reinsurance contracts from insurance subsidiaries of Berkshire Hathaway Inc. 
The amounts included in the consolidated financial statements that relate 
to such transactions are as follows: 

Earned premiums 
Unearned premiums 
Incurred losses and loss 

adjustment expenses 
Commissions 
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$ 1,839,304 
919,958 

1,433,643 
554,626 

2,156,605 
1,084,890 

1,734,849 
524,009 



Name of issuer 
and description 

of issue 

Year ended 
February 1, 1975: 

Affiliates: 
Blue Chip 

Stamps 
conunon 

Cfl stock 
' Berkshire ...... 

Hathaway 
Inc. 
cormnon 
stock 

Year ended 
January 31, 1976: 

Affiliatt1s: 
Blue Chip 

Stamps 
conunon 
stock 

Berkshire 
Hathaway 
Inc. 
cormnon 
stock 

. • 

Balance at 
beginning of J!eriod 
Number Amount 

of in 
shares C:o11ars 

841,900 $ 12,490,857 

109,551 9,405. 391 

$ 21,896,248 

841,900 13,249,060 

109,551 10,184,776 

$ 23,433,836 

. . ' . 

DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Investment in Securities of Affiliates 

Schedule III 

Balance at 
Additions close of J!eriod 

Equity Deductions Number 
taken up to Other Other of 
earnings Amount DescriJ!t~on Dividends Amount DescriJ!tion shares Amount 

960,259 202,056 841,900 $ 13,249,060 

779,385 109,551 10,184,776 

1,739,644 202,056 23,433,836 

Equity in net 
unrealized loss 
on marketable 

1,027,611 202,056 810,000 equity 841,900 13,264,615 
securities 

Acquisition 
of 38,064 

685,591 1, 771,442 shares 147,615 12,641,809 

1,713,202 1, 771,442 202,056 810,000 25.906,424 



"' 

Name of issuer and 
description of issue 

Year ended February 1, 1975: 
Associated Retail Stores, Inc. 

Affiliate -
Berkshire Hathaway Inc. common 

stock 

0 
0 

. ' . . 

DIVERSIFIED RETAILING COMPANY, INC, 
(Parent Company Only) 

Investment in Securities of Affiliates 

Balance at 
beginning of period 
Number Amount 

of in 
shares dollars 

453,000 $ 20,394,648 

26,392 $ 2,057,355 

Schedule III 

Additions 
Equity 

taken up to Other 
earnings Amount 

1,630,378 

193,463 

' Year ended January 31, 1976: 
N 

Associated Retail Stores, Inc. 453,000 $ 22,025,026 1,744,319 

Affiliate -
Berkshire Hathaway Inc. common 

stock 
26,392 $ 2,250,818 

(1) Dividend consisting of stock in affiliate, 
(2) Equity in net unrealized loss on marketable equity securities. 
(3) Acquisition of 11,098 shares. 
(4) Dividend from subsidiary. 

301,819 

478,635 (3) 
4.854.924 (4) 
5,333,559 

Deductions 
Other 

Dividends Amount 

Balance at 
close of period 

Number 
of 

shares Amount 

453,000 $ 22,025,026 

26,392 $ 2,250,818 

4,788,757 (1) 839,303 (2) 453,000 $ 18,141,285 

98,900 $ 7,886,196 
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DIVERSIFIED RETAILING COMPANY, INC. AND SUBSIDIARIES 

Supplementary Income Statement Information 

Schedule XVI 

Fiscal year ended February 1, 1975: 
Maintenance and repairs 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

Fiscal year ended January 31, 1976: 
Maintenance and repairs 
Taxes, other than income taxes: 

Payroll taxes 
Personal property and real estate 
Other 

Rents: 
Real estate 
Equipment 

S-3 

Charged 
to costs 

and expenses 

452,812 

485,893 
200,959 
141,461 

1, 787,789 
85,099 

526,557 

498,853 
244,588 
lll,258 

1,782,208 
75,456 
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PEAT, MARWICR, MITCHELL & Co. 

TI1e Board of Directors 
Columbia Insurance Company: 

CERTIFIED PUDLIC ACCOUNTA.'!TS 

ACCOUNTANTS' REPORT 

We have examined the consolidated financial statements and related schedu' .,s 
of Columbia Insurance Company and consolidated subsidiary as listed in the 
accompanying index. Our examination was made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We did not examine the financial state­
ments of Blue Chip Stamps, an affiliated company. The Company's investment 
in Blue Chip Stamps at December 31, 1974 and 1975 was $3,871,969 and 
$3,852,636, res.pectively, and its equity in earnings of Blue Chip Stamps 
was $231,.647 and $250,167 for the respective years then ended, The 
financ1\al statements of Blue Chip Stamps were examined by other auditors 
whose qualified report thereon has been furnished to us and our opinion 
expressed herein, insofar as it relates to the amounts included for Blue 
Chip Stamps, is based solely upon the report of the other auditors. 

The report of the other auditors on the financial statements of Blue Chip 
Stamps for the year ended February 28, 1976 was qualified with respect to 
the outcome of certain legal proceedings, These legal proceedings are 
explained in note 7 of notes to the consolidated financial statements. 

In our opinion, based upon our examination and the report of the other 
auditors and subject to the effect, if any, upon the investment in Blue 
Chip Stamps resulting from the ultimate outcome a£ the legal proceedings 
referred to in the precedir.g paragraph, the aforementioned consolidated 
financial statements preee.1t fairly the financial position of Columbia 
Insurance Company and con>olidated subsidiary at December 31, 1974 and 1975 
and the results of their operations and the changes in their tinancial 
position for the years then ended, in conformity with generally accepted 
accounting princip.les applied on a consistent basis except for the change, 
with which we concur, in the valuation of marketable equity securities, as 
described in note 1 of notes to consolidated financial statements; and 
the supporting schedules, in our opinion, subject to the effect of the 
matter discussed in the preceding paragraph, present fairly the information 
set forth therein. 

Omaha, Nebraska 
April 15, 1976 

F-101 

~ - .. " ' ~ . . ' . ( . ' "' . 



.. 

. . 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Balance Sheets 

December 31, 1974 and 1975 

Assets 

Investments - other than affiliates 
(notes 3 and 4) (Schedule I): 
· U. S. Treasury Bills, at cost which 

approximates market 
Bonds, at amortized value 
Common stocks at cost, 1974; market, 1975 

Total investments, other 
than affiliates 

Cash 
Investment in Berkshire Hathaway Inc. 

(note 5) (Schedule II) 
Investment in Blue Chip Stamps (notes 6 and 7) 

(Schedule II) 
Investment income due and accrued 
Uncollected premiums 
Reinsurance recoverable on loss payments 
Prepaid acquisition costs 
Income taxes recoverable from parent (note 8) 
Excess of cost over net assets of subsidiary 

purcha3ed, net of accumulated amortization of 
$24,255 in 1974 and $48,405 in 1975 

Other assets 

Liabilities, Capital Stock and Surplus 

Losses ancl loss adjustment e>:penses 
Unearned premiums 
Assumed losses payable 
Ceded reinsurance balances payable 
Amounts retained by company for account of others 
Deferred income taxes (note 8) 
Other liabilities 

Total liabilities 

Capital stock and surplus: 
Capital stock par value $100. Authorized, 

icsued and outstanding, December 31, 1974 
and 1975 - 20,000 shares 

Surplus: 
Paid-in 
Net unrealized loss on marketable 

equity securities (notes 4 and 6) 
Unassigned (note 14) 

Total surplus 

Total capital stock and surplus 

$ 1,806,004 
1,788,450 
1,221,755 

4,816,209 

124,828 

4,525,465 

3,871,969 
34,996 

581,865 
26.241 

133,000 
42,844 

48,300 
72,662 

$ 14,278,379 

$ 3,414,588 
1,224,835 

315,412 
163,418 
220,118 
182,403 

59 771 
5,580,545 

2,000,000 

3,855,389 

2,842,445 
6,697,834 

8,697,834 

$ 14,278,379 

See accompanying notes to consolidated financial statements. 

F-102 

2,421,690 
2,199,877 

533,833 

5,155,400 

59,092 

4,755,613 

3,852,636 
43,298 

185,910 

218,000 

24,150 
70 548 

14,364,647 

4,019,020 
1,116,749 

155,933 
262,496 

25,888 
5,580,086 

2,000,000 

3,855,389 

(270,303) 
3,199,475 
6,784,561 

8,784,561 

14,364,647 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Earnings 

Years ended December 31, 1974 and 1975 

Premiums: 
Premiums 1•ritten 
Decrease (increase) in unearned premiums 

Premiums earned (note 15) (Schedule VII) 

Investment income, net (note 10) 

Losses and claims incurred (n.ote 15) (Schedule VII) 
Loss adjustment expenses (note 15) 
Underwriting expenses (notes 11 and 15) 

Loss before income taxes, equity in 
earnings of other companies and 
realized investment gains and losses 

Income taxes (benefit) (note 8): 
Current: 
Deferred 

Loss before equity in earnings of 
other companies and realized 
investment gains and losses 

Equity in earnings of other companies: 
Berkshire Hathaway Inc. (note 5) 
Blue Chip Stamps (note 6) 

Earnings before realiEed investment 
gains and losses 

Investment gains (losses) - excludes unrealized 
appreciation in common stocks of unaffiliated 
companies of $128,623 in 1974 and $44,228 in 
1975: 

Realized investment gains (losses) 
(notes 4 and 12) 

Applicable income taxes (benefit) (note 8) 
Net realized investment gains (losses) 

Net earnings 

$ 

$ 

1974 

3,175,412 
{321,942) 

2,853,470 

220,182 
3,073,652 

2,139,325 
315,222 

__]]_),144 
3,227,691 

154,039 

(76,648) 
(2,400) 

(79,048) 

74,991 

321,877 
231,647 
553,524 

478,533 

(299,648) 
(89,894) 

(209,754) 

268,779 

See accompanying notes to consolidated financial statements. 
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1975 

2,713,246 
173,075 

2,886,321 

282,346 
3,168,667 

2,325,427 
340,086 
802,682 

3,468,195 

299,528 

(134,445) 
(53,890) 

(188,335) 

111,193 

213,346 
250,167 
463,513 

352,320 

6, 727 
2,017 
4,710 

357,030 



COLUHBIA INSURANCE COHPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Capital Stock and Surplus 

Years ended December 31, 1974 and 1975 .. 

Su,rElus 
Net 

unrealized loss 
on marketable 

Capital equity 
stock Paid-in securities Unassigned 

Balance, December 31, 1973 $ 2,000,000 3,855,:389 2,573,666 

Net earnings fo1 the year 268,779 

Balance, December 31, 1974 2,000,000 3,855,389 2,842,445 

Net earnings for the year 357,030 

Unrealized losses in common 
stock investments in 
unaffiliated companies (29,303) 

Unrealized losses in common 
stock portfolio of 
investee (241,000) 

Balance, December 31, 1975 $ 2,000,000 3,855,389 (270. 303) 3,199,475 

See accompanying notes to consolidated financial statements. 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Consolidated Statements of Changes in Financial Position 

Years ended December 31, 1974 and 1975 

Funds provided: 
From operations: 

Net ear-.lings 
Charg~s (credits) to earnings not requiring 

(providing) funds: 
Accretion of bond discount 
Increase in estimated losses and loss 

adjustment expenses 
Increase (decrease) in unearned premiums 
Increase (decrease) in assumed losses 

payable 
Increase (decrease) in deferr.ed taxes 
Increase in ;.ncome taxes recoverable from 

parent 
Increase 
Decrease 
Decrease 

income 

in accrued 
(increase) 
(increase) 

taxes and expenses 
in uncollected premiums 
iu accrued investment 

Decrease in prepaid acquisition costs 
Loss (gain) on sale of investments 
Provisiotl for (recovery of) anticipated 

losses on common stocks 
Equity in undistributed earnings of 

affiliated companies, net of deferred 
ta.'<es 

Amortization 
Increase (decrease) in ceded balances 

payable 
Decrease (increase) in reinsurance 

recoverable on loss payment 

Funds provided from 
operations 

From sale of bonds 
From sale of common stock investments in 

unaffiliated companies 
Decrease in cash 
Other, net 

Total funds provided 

Funds used: 
Subsidiary acquired: 

Securities 
Cash 
Other assets 
Excess of cost over net assets acquired 
Estimated loss and loss adjustment expenses 
Other liabilities 

Cost of investments purchased: 
Increase in U. S. Treasury Bills 
Bonds 
Common stocks of unaffiliated companies 

Decrease in amounts retained by company for 
account of others 

Total funds used 

$ 268,779 

(5,330) 

1,070,058 
321,942 

54,801 
(92,400) 

(42,844) 
19,934 

(158, 877) 

1,370 
9,000 

(352) 

300,000 

(497 ,844) 
24,411 

160,216 

(26,241) 

1,406,623 

30,638 
372,862 

31,817 

$ 1,841,940 

703,893 
484,082 
105,347 

72,555 
(684,019) 
(184,058) 
497,800 

1,143,415 
185 '725 

15,000 
1,344,140 

$ 1,841,940 

See accompanying notes to con~olidated financial statements. 
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357,030 

(21,063) 

604,432 
(108,086) 

(315 ,412) 
36,111 

(175,156) 

395,955 

(8,302) 
133,000 
293,273 

(300,000) 

(407 ,833) 
24,150 

(163,418) 

26, 21,1 

370,922 

203,887 

659,364 
65,736 

(31, 769) 

1,268,140 

615,686 
588,269 

1,203,955 

64.185 

1,268,140 
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COLUHBIA INSURANCE COHPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

December 31, 1974 and 1975 

(l) Sunutlary of Significant Accounting Policies and Practices 

(a) Principles of Consolidation 

The consolidated financial statements include the accounts of the Company 
and its 99.6% owned subsidiary, Southern Casualty Insurance Company. 
The subsidiary was acquired April 30, 1974 and since such acquisition was 
accounted for as a purchase, the results of operations for the subsidiary 
are included in the consolidated statements of earnings only for the period 
subsequent to the date of acquisition. The excess of cost over the under­
lying net assets at the date of acquisition is being amortized over 
approximately three years using the straight-line method. All significant 
intercompany accounts and transactions have been eliminated in consolidation. 

(b) Investment in Securities, Other than Affiliates 

Investments in bonds are stated at cost, adjusted where appropriate for 
amortization of premium or accretion of discount. The aggregate market 
value of bonds ~1as not been determined but such market value <~auld be less 
than amortized ~ost. No provision has been m~de for possible losses on 
such bonds since the comp3.nies intend to hold the bonds to maturity and do 
not expect to realize any significant losses. 

Investments in common stocks are stated at cost less a valuation allowance 
for anticipated losses in 1974 and at the lower of aggregace cost or ma':."ket 
in 1975. This change in accounting method was made pursuant to the dictates 
of Statement of Financial Accounting Standards No. 12. The reduction from 
cost to market value is reflected as a direct charge to surplus. In 
addj,tion, the Company has reflected a direct charge to surplun representing 
its share oi the unrealized loss that existed at February ~8, 1976 in the 
marketable equity securities cwned by an investee. No tax effect has been 
recognized <~ith respect to these um:ealized losses. 

The basis of investment securities sold is determined generally on a first-in, 
first-out method. 

(c) Investment in Affiliated Companies 

The Company holds common stock investments in Berkshire Hathaway Inc. and 
Blue Chip Stamps, which two companies are considered "investees" under the 
provisions of Accounting Principles Board Opinion No. 18. Accordingly, the 
Company uses the equity meth<:>d of accounting for these investments, under 
which method the Company currently recognized its proportionate share of 
earnings reported by those companies, net of deferred income taxes prm!ided 
for under the assumption that such earnings will ultimately be distributed 
as taxable dividends. Provision is also made for amortization of the 
difference between cost of the investments and the underlying equity in 
net asset.s at the dates of acquisition; this provision is computed on the 
basis of a forty year amortization period for the investment in Berkshire 
Hathaway Inc. and a period of seven years for the investment in Blue Chip 
Stamps. 

Blue Chip Stamps determines income on the basis of a fiscal year ending on or 
about February 28; the Company has not recognized this difference in its 
annual accounting for its equity in earnings of Blue Chip, having recordeJ 
its equity in earnings of Blue Chip's year ending with respect to Februa1J ~!8 
in its year ending with respect to the preceding December 31. 

(Continued) 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(d) Insurance Premiums 

Insurance premiums are recognized as revenues ratably over the terms of the 
policies. Unearned premiums are computed on the monthly pro rata basis. 
Policy acquisition costs or commissions are deferred and charged against 
income ratably over the terms of the policies. 

(e) Estimated Losses 

The provision for losses and loss adjustment expenses is based upon past 
experience and estimates received relating to assumed reinsurance and 
estimates of unreported losses. 

(f) Income Taxes 

The Company accounts for certain income and expense items differently for 
financial reporting purposes than for income tax purposes. Provisions 
for deferred taxes are being made in recognition of these timing 
differences. 

The companies join Associated Retail Stores, Inc., the parent of Columbia 
Insurance Company, in filing consolidated income tax returns. 

(2) Basis of Presentation 

The consolidated financial statements of Columbia Insurance Company and 
subsidiary are presented in accordance with generally accepted accounting 
principles (GAAP) which differ in some respects from principles prescribed 
or permitted by insurance regulatory authorities (statutory methods) in 
accordance with which the Company maintains it records. A reconciliation 
of the aggregate capital stock and surplus ("Surplus as regards Policyholders") 
as determined under the statutory method to that determined and reported here­
with in accordance with GAAP is as follows: 

Statutory surplus as regards policyholders 
Excess of cost valuations over NAIC market 

valuations of investments in equity 
securities other than affiliates 

Excess of carrying '!alues of investments 
in affiliates (determined under GAAP 
pursuant to the equity method} over NAIC 
market valuation: 

Berkshire Hathaway Inc, 
Blue Chip Stamps 

Deferred insurance premium acquisition costs 
Excess statutory liability loss reserves 
Excess of cost over net assets of 

subsidiary purchased 
Sundry nonadmitted assets 
Recoverable income taxes from parent Company 
Income tax effect and adjustments 

Capital stock and surplus 
per accompanying 
financial statements 
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December 31, 
1974 1975 

$ 3,350,488 3,683,601 

372,055 

2,333,290 2,807,013 
2,559,469 2,290,136 

133,000 
33,215 10,674 

48,300 24,150 
6,273 12,400 

42,844 218,000 
(181.100) (261.413) 

$ 8,697,834 8,784,561 

(Continued) 
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COLUMBIA. INSURANCE CO}~ANY AND CONSOLIDATED SUBSIDIARY 

Nc1tes to Consolidated Financial Statements 

Statutory net loss is reconciled to GAAP net earnings a.s follows: 

Statutory net loss 
Decrease in deferred acquisition costs 
Amortization of excess cost of investment in 

Southern Casualty Insurance Company 
Equity in undistributed earnings of affiliates: 

Berkshire Hathaway Inc. 
Blue Chip Stamps 

Realized loss on common stocks other than 
affiliates 

Recoverable income taxes from parent company 
Income tax effects and adjustments 

Net earnings per accompanying 
financial statements 

(3) Securities Deposited with Others 

$ 

$ 

1974 1975 

(60,576) (375 ,543) 
(9,000) (133,000) 

(24,255) (24,150) 

321,877 213,346 
171,647 190,167 

(300,000) 300,000 
72,366 218,000 
96,720 (31,790) 

268,779 357,030 

Certain bonds and stocks deposited in trust with regulatory authorities or 
with ceding reinsurers in accordance with various reinsurance treaties were 
as follows: 

Bonds, at amortized cost 
Stocks, cost 

(4) Investments - Other than Affiliates 

$ 1,065,551 
2,041,042 

973,050 
3,079,663 

$ 3,106,593 4,052,713 

The Company recognized a $300,000 provision for anticipated losses on common 
stocks of unaffiliated companies as a realized investment loss in 1974. 
Accordingly, the investment in such stocks is reported at cost less the 
allowance for anticipated losses. The investment in common stocks of 
unaffiliated companies and the related market values are as follows: 

1974 1975 

Cost $ 1,521,755 563,136 
Allowance for anticipated losses (300,000) 
Net unrealized loss {29,303) 

Carrying value $ 1,221,755 533,833 

Approximate market value $ 849,700 533,833 

At December 31, 1975 gross unrealized gains were $6,376 and gross unrealized 
losses were $35,679. A net realized gain of $6,727 (before applicable 
income taxes) on the sale of securities was included in the determination 
of net earnings for 1975. 

(Continued) 
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COLU}ffiiA INSURANCE COMPANY AND CONSOLI~TED SUBSIDIARY 

Notes to Consolidated Financial Statements 

Investments, other than investments in U. s. Treasury Bills, compr~s~ng 
greater than t~<o percent of total investments ~<ere as follo~<s at 
December 31, 1974 and 1975: 

Common stocks 

1974: 
California Hater Service Company 
Omaha National Corporation 
Morse Shoe, Inc. 
Varnado, Inc. 

1975: 
California Hater Service Company 
Omaha National Corporation 

Bonds 

1974: 
Alabama, Montgomery Industrial Revenue, 

7-1/4%, 1989 
Arkansas, Danville Industrial Revenue, 

7-1/4%, 1991 
Georgia, Hashington-Wilkes Payroll 

Development Authority, 7-3/4%, 1989 
Illinois Toll. Road Commission, 3-3/4%, 1995 
Indiana Toll Road Commission, 3-1/2%, 1994 
Io~<a, Burlington Industrial Revenue, 

i-1/4%, 1991 
Kansas, Lenexa Industrial Revenue, 8.85%, 

1987 
Missouri, Rolla Industrial Revenue, ~!., 

1984 
FMC Corporation, 4-1/4%, 1992 

1975: 
Alabama, Camden Industrial Revenue 
Arkansas, Danville Industrial Revenue, 

7-1/4%, 1991 
Indiana Toll Road Commission, 3-1/2%, 1994 
Texas, Nueces Pollution Control Revenue, 

9%, 1990 
Chrysler Financial Corporation, various 

issues 
FMC Corporation, 4-1/4%, 1992 
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Market 
Cost value 

$ 275,447 259 '957 
118,640 132,000 
153,100 45,000 
660,052 216,000 

$ 275,447 279,315 
118,640 123,200 

Amortized Par 
£Q.ll value 

$ 100,000 100,000 

105,000 105,000 

100,000 100,000 
97,377 125,000 

101,611 150,000 

99,175 100,000 

100,000 100,000 

96,629 100,000 
143,202 200,000 

$ 137,368 137,368 

105,000 105,000 
104,157 150,000 

149,628 149,628 

297,159 440,000 
143,202 200,000 

{Continued) 
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COLU~ffiiA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(5) Investment in Berkshire Hathaway Inc. 

The carrying value of the investment in conunon stock of Berkshire Hathaway 
Inc. represents the cost plus the equity in earnings since dates of 
acquisition, adjusted for amortization on a forty year basis of the 
excess cost over underlying net asset values at dates of acquisition, 
This is sununarized as follows: 

Shares owned 

Percentage of total outstanding shares 
(approximate) 

Cost represented by: 
Underlying net asset values at dates of 

acquisition 
El:cess cost, net of amortization of 

$7,406 at December 31, 1974 and $10,599 
at December 31, 1975 

Equity in post-acquisition earnings 

Carrying value 

December 31, 
1974 1975 

48,715 48,715 

5% 5% 

$ 2,668,740 2,668, 740 

120,363 117,170 
2,789,103 2, 785.910 

1,736,362 1,969,703 

$ 4,525,465 4,755,613 

Deferred income taxes of ~lpproximately $125,000 at December 31, 1974 and 
$142,000 at December 31, 1975 have been provided with respect to the equity 
in post-acquisition earnings, assuming their ultimate distribution as a 
taxable dividend. 

(6) Investme~c in Blue Chip Stamps 

The carrying value of the investment in 250,000 shares of common stock of Blue 
Chip Stamps (approximately 5% of the tot11l outstanding shares) represents the 
cost plus the equity in undistributed earnings since dates of acquisition, 
adjusted for amortization of the excess cost over underlying net asset values 
at dates of acquisition. This is sununarized as follows: 

Cost represented by: 
Underlying net asset values at dates 

of acquisition 
Excess cost, net of amortization of 

$351,478 at December 31, 1974 and 
$507,311 at December 31, 1975 

Equity in post-acquisition undistributed 
earnings 

Excess of cost over market value of Blue 
Chip Stamps' marketable equity securities 
at February 28, 1976 applicable to the 
Company's equity interest 

Carrying value 
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December 31, 
1974 1975 

$ 1,912,829 1, 912,829 

836,568 680,735 
2,749,397 2,593,564 

1,122,572 1,500,072 

(241,000) 

$ 3,871,969 3,852,636 

(Continued) 
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COLUMBIA INSURANCE CO~WANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

Commencing 1~ith 1973, the eRcess cost over underlying net asset values 
is being 1~ritten off over a seven year period. 

Deferred income taxes of approximately $81,000 at December 31, 1974 and 
$108,000 at December 31, 1975 have been provided 1~ith respect to the equity 
in past-acquisition undistributed earnings, assuming their ultimate distri­
bution as a taxable dividend, 

Dividends of $60,000 in 1975 and 1974 1~ere received from Blue Chip Stn~11ps. 

(7} Legal Proceedings of Blue Chip Stamps 

The financial statements of Blue Chip Stamps include th.a :l:<:.1.lo1~ing nc,t.~ 

(The "Company" refers to Blue Chip Stampf; ~; 

"Pursuant to an antitrust action filed by the Fede,;al 
Government a consent final judgment was entered ~)1 3.967 
providing far, among ather things, a plan to off•J:r f>p.r sale 
one-third of the Company's California trading dtamp bus\ness 
located 1oit:hin a contiguous geographical. a-rea in Sauth•i.·rn 
California. That portion of the judgment has been s·uapt lla<l 
indefinitely by stipulation and courl: order signed in i'lar<:h 
1976. 

The Company is a defendant in a pu~ported class action 
filed Narch 1, 1971 to recover fot· :;tamp savers monies 
collected by it as reimbursement for California sales t~xes 
on redemption of stamps. Plaintiffs claim that redemption 
transactions are not taxable and that all such collections 
should be returned or, alternatively, that such collections 
exceeded the tax properly payable and such excess should be 
returned. The Company has paid sales taxes to the state equal 
to its reimbursement collections. The Company has asserted 
claims against the state for reimbursement of all or part of 
any recovery by plaintiffs. Following denial of these claims 
by the state, the Company cross-complained against the state 
seeking indemnity. The original class action complaint 
against the Company 1oas amended to asse-.:t fraud and to seek 
punitive damages. On June 1, 1973 t1~o partial summary judg­
ments were entered by 1~ay of interlocutory orders, neither of 
which has yet become final. The first was in favor of the 
Company to the effect that the redemption transactions 
1oere taxable. The second 1oas in favor of plaintiffs to the 
effect that the Company's collections exceeded the tax 
properly payable. In the opinion of counsel for the Company, 
the second partial summary judgment was erroneous. The class 
action complaint was also amended effective September 19, 1974 
to assert, in substance, that the Company's predecessor had 
engaged in similar conduct from 1961 until its merger into the 
Company in 1968, and that the Company must respond in respect 
of the alleged liability of its predecessor to plaintiffs and 
the persons they purport to represent for overreimbursement of 
sales taxes. On October 24, 1975 the California Supreme Court 
granted the petition of Blue Chip Stamps for an alternative 1orit 
of mandate to determine (l) 1~hether the trial court properly 
certified the action as a class action and set it for trial 

(Continued) 
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COLU}miA INSURANCE CO~WANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

without any notice to members of the purported class and 
(2) whether or not an order for partial summary judgment 
previously entered 1~as erroneous. Proceedings in the 
trial court are stayed pending final determination of the 
mandate proceedings in the California Supreme Court. 
Issues relating to the class action aspects of the case 
remain unresolved along 1~ith a number of issues of fact. 
Naximum liability in respect of this action as amended 
may be as high as $17,000,000 less the amount of any 
money 1~hich may be recovered on the claims against the 
state. Counsel believes the prospects for some such 
recovery to be good, In the opinion of counsel for the 
Company, substantial defenses are available, but counsel 
cannot predict the ultimate outcome of the action. 

A purported class action was filed under Federal 
securities lm~s on November 10, 1970 against the Company 
and certain of its present and former stockholders and 
directors, on behalf of retailer users of Blue Chip 
Stamps 1~ho failed to purchase securities of the Company 
in a 1968 offering to retailer users. The complaint 
alleged damages to plaintiffs of $21,400,000, together 
with exemplary damages of $25,000,000, interest, attorneys' 
fees and costs, and prayed that plaintiffs have the right 
to purchase securities of the Company on the terms of the 
19"8 offering. After hearings in. the United States District 
Court and the United States Court of Appeals for the Ninth 
Circuit, the Supreme Court of the United States in a 
decision rendered on June 9, 1975 held that the purported 
class did not have standing to bring such an action. 
Accordingly, the Federal action is concluded, On June 5, 
1974 the Company 1~as served with a complaint in a substan­
tially identical action based on California corporate and 
common lm,• filed in Los Angeles County Superior Court on 
June 21, 1971, Although plaintiffs are pursuing the state 
court action, in the opinion of counsel for the Company, 
upon the facts now known, the present state of the law 
and the decision of the Supreme Court in the Federal action, 
there appear to be substantial defenses en the merits," 

(8) Income Taxes 

Income ta.'C expense (benefit) is made up of the following: 

Totals: 
Benefit applicable to operating earnings 
Expense applicable to equity in earnings 

of: 
Berkshire Hatha1~ay Inc, 
Blue Chip Stamps 
Expense (benefit) applicable to 

investment losses 
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$ (79,048) (188,335) 

25,220 
30,021 

(89,894) 
$ (113, 701) 

16,803 
31,500 

2,017 
(138,015) 

(Continued) 
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Income ta~ currently payable (recov~rable) 
relating to: 

Loss before in~ome taxes, equity 
in earnings of other companies and 
realized investme~t gain {loss) 

Distributed earnings of Blue Chip Stamps 
Realized investment gain (loss) 

Total current 

Deferred expense (credit) relating to: 
Equity in undistribt:ted earnings of 

other companies: 
Berkshire Hatha1~ay Inc. 
Blue Chip Stamps 

Accreted discount on bonds 
Credit for tnx eff.ect of reduction in 

deferred acquisition costs 
Recovery of (provision for) anticipated 

loss on sale of investment securities 

Total deferred 

Total income ta~ credit 

$ (76,648) 
4,320 

106 
(72,222) 

25,220 
25,701 
1,900 

(4,300) 

(90,000) 
(41,479) 

$ 113,701 

(134,445) 
4,320 

(87,983) 
(218, 108) 

16,803 
27,180 
9,950 

(63, 840) 

90,000 
80,093 

138,015 

Tot11.l net income after taking into account realized investment losses but 
before income taxes ~~as $155,078 in 1974 and $219,015 in 1975, Income tax 
expense of $74,437 in 1974 and $105,127 in 1975 would result if computed 
by applying the statutory U. s. Federal income tax rate of 48% to income 
before taxes. The differences are reconciled as follows: 

Tax exp•ense at statutory rate 
Increase (reduction) in income taxes 

resulting from: 
Tax-exempt interest 
85% dividends received credit relating to: 

Dividends received from unaffiliated 
companies 

Equity in net earnings of other companies 
Amortization of cost in excess of the 

underlying equity in net assets of 
affiliated companies and subsidiary 

Capital loss rate differential 
Tax benefit to parent in consolidation 
Other 

Total income tax credit 
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$ 

$ 

1974 1975 

74,437 105 '127 

(39' 138) (48,156) 

(23,159) (20,653) 
(313,247) (273' 702) 

87,961 87,913 
53,937 1,211 
43,481 

2,027 10,2/>5 
113,701 138,015 

(Ctmtinued) 
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COLmffiiA INSURANCE COHPANY AND CONSOLIDATED SUBSIDIARY 

Notes to Consolidated Financial Statements 

(9) Transactions 1~ith Affiliates 

The Company derives the major portion of its business through the assumption 
of reinsurm\ce contracts from insurance subsidiaries of Berkshire Hathm~ay 
Inc. The amounts included in the financial statements relating to such 
transactions are as follows: 

Earned premiums 
Unearned premiums 
Incurred losses and loss adjustment expenses 
Commissions 

(10) Investment Income, Net 

Investment income is comprised of the following: 

Interest on bonds 
Dividends, unaffiliated companies 

Investment expenses 

Net investment income 

(11) Underwriring Expenses 

December 
1974 

$ 1,8:>9,304 
919,958 

1,433,643 
554,626 

1974 

$ 191,864 
56,762 

248,626 
28,444 

$ 220,182 

The following expenses made up under1•riting expenses: 

Commissions and brokerage 
Taxes, licenses and fees 
Other underwriting expenses 
Decrease in prepaid acquisition costs 

(12) Investment Gains and Losses 

1974 

$ 652,490 
47,457 
64,197 

9,000 
$ 773,144 

31, 
1975 

2,156,605 
1,084,890 
1,734,849 

524,009 

1975 

262,265 
50,619 

312,884 
30,538 

282,346 

506,173 
50,083 

113,426 
133,000 
§02,682 

A summary of realized and unrealized investment gains (losses) for 1974 
and 1975 follm•s: 

Common stocks 
Provision for anticipated 

losses 

~ 

$ 352 

(300,000) 

$ (299,648) 
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1974 
Applicable 

.J:.i!li lkt Unrealized 

(106) 246 128,623 

90,000 (2lu,OOO) 

89,89i (209! 754) 128,623 
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1975 
Applicable 

Gross !!!li ~ Unrealized 

Bonds $ 5,982 (1,795) 4,187 
Common stocks (299,255) 89,778 (209,477) 44,228 
Recovery of provision for 

anticipated losses 300,000 (90,000) 210,000 

$ 6,727 (2,017) 4, 710 44,228 

(13) Reinsurance 

Amounts stated in the 
reinsurance ceded. 
certain liability, 
reinsurance ceded: 

accompanying financial statements are net of 
The follo1~ing summarizes the amounts deducted 

income and expense accounts in connection with 

Estimated losses and loss 
adjustment expenses 

Premiums written 
Losses paid 

(14) Stockholder's Equity 

$ 148,983 
427 '778 
273,721 

181,773 
784,052 
525,625 

from 

Surplus is restricted for dividend purposes by the insurance departments 
of the states in which the companies do business. 

(15) Change in Recording Reinsurance Transactions 

During 1975 the Company changed its procedures for recording reinsurance 
business assumed from other companies. Due to the time lag in receiving 
reports from ceding companies, pertinent data relating to fourth quarter 
results had been estimated in prior years. No estimate has been provided 
for 1975 and the consolidated statement of earnings reflects the actual 
results for the first three quarters. This change was considered necessary 
from the standpoint of eliminating the potential distortion that exists 
in estimates of this nature and the results of four actual quarters will 
be reflected in 1976 and thereafter. The effect on 1975 operations of 
omitting a fourth quarter estimate is approximated bel01~ by using actual 
fourth quarter results, now available: 

Decrease in premiums earned 
Decrease in losses incurred 
Decrease in loss adjustment expenses 
Decrease in commissions 
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$ 743,077 
516,460 

78,020 
174,102 
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Schedule I 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Sununary of Investments in Securities- Other than Securities of Affiliates 

December 31, 1974 

Cost* and 
carrying Harket Admitted 

Tvpe of Investment value value** asset value 

Bonds: 
States, muni.cipalities and 

political subdivisions $ 1,531, 752 1,514,264 1,531, 752 
Industrial and miscellaneous 256,698 230,744 256,698 

Total bonds 1, 788,450 1,745,008 1, 788,450 

Conunon stocks: 
Public utilities 290,131 272,253 272,253 
Banks, trusts and insurance companies l26,0S7 136,025 136,025 
Industria~ and miscellaneous 1,105,557 441,422 441,422 

Total conunon stocks 1,521,755 849,700 849,700 

Allowance for anticipated losses 300,000 
Net col!Unon s tocka 1,221,755 849,700 849,700 

u. s. Treasury Bills 1,806,004 1,806,004 1,806,004 
Total investments in 

securities - other 
$ 4,816,209 4,400,712 4,444,154 than securities of 

affiliates 

*Cost represents original cost of stocks, and, as to debt obligations, original 
cost adjusted for amortization of premiums or accretion of discount. 

**"Harket value'' is the valuation published in the NAIC Book of Valuation of 
Securities; in accordance with said book the major portion of the bonds are 
reflected at amortized cost. 
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Schedule I 

COLUMBIA INSURANCE CO~WANY AND CONSOLIDATED SUBSIDIARY 

Summary of Investments in Securities- Other than Securities of Affiliates 

December 31, 1975 

Narket Carrying 
Type of Investment Cost* value''* value 

Bonds: 
States, municipalities and 

political. subdivisions $ 1,633,280 1,633,280 1,633,280 
Industrial and miscellaneous 566,597 566,544 566,597 

Total bonds 2,199,877 2,199,824 2,199,877 

Connnon stacks: 
Public utilities 275,447 279,315 279,315 
Banks, trusts and insurance companies 126,067 128,575 128,575 
Indus trial and m.i >cellaneous 161,622 1251943 125,943 

Total common stocks 563,136 533,833 533,833 

u. s. Treasury Bills 2,421,690 2,421,690 2,421,690 

Total investments in 
securities - other $ 5,184,703 5,155,347 5.,155 ,400 than securities of 
affiliates 

*Cost represents original cost of stocks, and, as to debt obligations, original 
cost adjusted for amortization of premiums or accretion of discount. 

**"Narket value" is the valuation published in the NAIC Book of Valuation of 
Securities; in accordance with said book the major portion of the bonds are 
reflected at amortized cost. 
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COLUMBIA INSURANCE COMPANY AND CONSOLIDaTED SUBSIDIARY 

Investment in Securities of Affiliates 

Schedule II 

Balance at Amorti- Balance at 
beginning of 12eriod Equity zation Net unrealized close of 12eriod 
Number taken of loss on market- Number 

Name of issuer and of up to excess able equity of 
descriJ:!tion of investment shares Amount earnings Dividends ~ securities shares Amount 

"' 1974 
I .... 
0 

Berkshire Hathaway Inc . conunon stock~ ...., 
$5 par value 48,715 $ 4,178,367 350,263 3,165 48,715 $ 4,525,465 

Blue Chip Stamps common stock, $1 par 
value 250,000 3,670,302 417,500 60,000 155,833 250,000 3,871,969 

1975 

Berkshire Hathaway I<tc. connnon stock, 
$5 par value 48,715 $ 4,525,465 233,341 3,193 48,715 $ 4,755,613 

Blue Chip Stamps connnon stock, $i par 
value 250,000 3,871,969 437,500 60,000 155,833 2t.l,OOO 250,000 3,852,636 

' 



. . 1 0 I • 

COLUMBIA INSURANCE COMPANY AND CONSOLIDATED SUBSIDIARY 

Premiums, Losses and Claims 

Schedule VII 

Part 2 -
Losses and claims 

Part 1 - Premiums Losses 
Unearned Premiums and claims Loss expense 
premiums Net Unearned earned incurred incurred 
beginning premiums premiums during during during 

Line of business of period written end of period period period period 

1974 

Fire $ 279,125 316,176 259,967 335,334 (62,474) 
[/) Workmen's compensation 6,117 706,481 26,681 685,917 646,941 
' Liability other than auto 166,296 275,0ll 225,844 215,463 183,514 .... 
0 Auto liability 143,742 321,817 34,725 430,834 326,376 -1>-

All other 66,196 263,255 132,966 196,485 285' 274 
Reinsurance 241,417 1,292,672 544,652 989,437 759,694 

$ 902,893 3,175,412 1,224,835 2,853,470 2,139, 325 315,222 

1975 

Fire 259,967 237,416 224,465 272,918 315,584 
Workmen's compensation 26,l>Bl 735,653 2,646 759,688 700,708 
Reinsurance 544,652 1,596,515 727,204 1,413,962 1,045,454 
All other 393,535 143,662 162,434 439,753 263,681 

$ 1, 224,835 2,713,246 l,ll6,749 2,886,321 2, 325,427 340,086 
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Berkshire Hathaway Inc. 

1975 Annual Report to the Stockholders 

BUSINESS OF THE COMPANY 

The Company is engaged directly and through subsidiaries in the manufacture and sale of woven 
textiles in the United States and through a subsidiary in the sale of textile products in Canada. Through 
subsidiaries collectively referred to in this annual report as the Insurance Group, the Company is engaged in 
the underwriting of fire and casualty insurance throughout the United States. The Company owns approxi­
mately 98% of The Illinois National Bank & Trust Co. of Rockford, Illinois which is engaged in the 
commercial banking business. The Company and subsidiary members of the Insurance Group have signif­
icant holdings in Blue Chip Stamps, a California corporation- the businesses of which are more fully 
described herein. 
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Berkshire Hathaway Inc. 

To the Stockholders of Horkshirn Hnthnwoy Inc.: 

Lust your, whon discussing the prospects for 1975, we stnted "the outlook for 1975 is not 
cnr.ournging". This forecnst proved to he distressingly nr.cumtc. Our opornting curnings for 1975 
W11rc $6,713,592, or SG.85 per shnre, producing u return on beginning shnroholdor's equity of 7.G%. 
This is the lowest mturn on equity cxpcriunccd since 1967. Furthermore, us cxpluincd Inter in this 
Iotter, n !urge segment of these earnings resulted from Fcdcrnl im:omc tux refunds which will not he 
nvnilnbleto assist performuncc in 197G. 

On bnlnnce, however, current trends indicutc n somuwhnl brighter 197G. Operntions nnd 
prospects will be discussed in grunter dctnil below, under specific industry titles. Our expcctution 
is that significantly better results in textiles, earnings nddcd from recent acquisitions, un inr.renso 
in equity in earnings of Blue Chip Stumps resulting fmm nn enlnrged ownership interest, nnd nt 
lcnsl a modest improvement in insuruncc underw!•iling results will more thun offset other possible 
n()gutivcs to produce grentor enrnings in 197G. The mnjor vnriuble- nnd by fnr the most difficult to 
predict with nny feeling of confidence- is the insurnnce underwriting result. Present very tentn­
tivu indications nrcthut underwriting improvement is in prospect. If such improvement is moder­
n to, our overall gnin in earnings in 197Giikcwise will prove moderate. More significuntundcrwril· 
ing improvement could give us a mnjo,r gain in earnings. 

Textile Operntions 
During the first half of 1975 sales of textile products were extrumcly depresses!. resulting in 

mnjor production curtailments. Operations rnn ul n significunlloss, with employment down ns 
much as 53% from u year curlier. 

· In contrast with previous cyclical slumps, however, most textile producers quickly reduced 
production to mulch incoming orders, thus preventing massive industry-wide accumulation of 
inventories. Such cutbacks caused quite prompt reflection at the mill operating level when 
demund revived nl ret nil. As n result, beginning about midyear business rebounded uta fairly rapid 
rate. This "V" shaped textile depression, while onu of the shnrpusl on rucord, also bucumu one of 
the shortust ones in out· experience. The fourth quurtcr produced an excellent profit for our textile 
division, bringing results for the ycnr into the blnck. 

On April 28, 1975 we acquired Waumbuc Mills lncorporntod and Wnumbcc Dyeing and 
Finishing Co., Inc. locnted in Mnnchcstcr. New Hampshire. These companies hnvu long sold 
woven goods into the drapery and uppureltrmle. Such drapery materials complement and extend 
the line already marketed through the Home Fabrics Division of Berkshire Hathaway. In the 
period prior to our ucquisition, the company hud run nl a very substantiulloss, with only about 55% 
oflooms in operation and the finishin~; plant operating ul about 50% of capo city. Losses continued 
on a reduced basis for a few months after ucquisilion. Outstanding ufforts by our manufacturing, 
adminislrr.tivu and sa las pcoplu now hove produced major improvements which, coupled with the 
general revival in textiles, have moved Waumbcc into a significant profit position. 

We expect u good level of profits from textiles in 197G. Continued progruss is being made in thu 
movumunt ofWaumbccgoods into arcus oflraditionul marketing strength of Berkshire Hnthawny, 
productivity should improve in both the wcuving and finishing areas at Manchester, und tuxtilu 
dumund continues firm at decent prices. 
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\No hnvcgrent confidence in tho nbility of Ken Chaco nnd his tcnm to maximize our strengths 
in textiles. Thurcfore, we continue to look for wnys to incrense fmther om· scnle of opcrnlion while 
avoiding mnjor cnpitnl investment in nnw fixed assets which we consider unwise, considering tho 
relatively low retm·ns historicnll~· earned on lnrge scale investmen! in new textile equipment. 

lnsuroncc Underwriting 
The property nnd cnsunlty insmnnce industry hnd its worst ycnr in history during 1975. We 

did OUI' share- unfm·tunately, evon somewhat mom. Really disastrous rosults were concentrated 
in auto and long-tnil (contrncts where settlement of loss usuall~· occurs long after the loss event) 
lines. 

Economic inflation, with the incrense in cost of rcpniring humnns and property fnr outstrip­
ping the gcncrnl rnte of inflation, produced ultimate loss costs which soured beyond premium 
levels estnblished in a different cost envil'Ommmt. "Social" inllntion cnuscd the liability concept to 
be cxpundcd continuously, far beyond limits contemplated when rules were estnblished- in 
effect, udding coverage beyond whnt wns paid for. Such social inllntion incrensed significantly 
both the pmpensily to suo and tho possibility of collecting mnmmoth jury awards fur events not 
pl'(~viously considered statisticall~· significnnt in the establishment of rates. Furthermore, losses to 
policyholders which otherwise would result from mushrooming insolvencies of compnnies in­
adequntely rencting to these problems urn divided through Gunranty Funds among remnining 
solvent insmers. Thcse trends will continue, nnd should moderate any optimism which otherwise 
might be justified by the shnrply incrcnsed rates now taking effect. 

Berkshire Hathaway's insurance subsidiaries have a disproportionate coacentrntion of busi­
m:ss in pre1;iscly the lines which produced the worst underwriting results in 1975. Such lines 
produco unusually high investment income and, therefore, have been particularly attractive to us 
under previous underwriting conditions. However, our "mix" has been very disadvantagoous 
during the pnst two yenrs and it well muy be thnt we will remain positioned in the more difficult 
pnrt of the insurance spocll·um during the inllutionary years ahend. 

The only segment to show improved results for us during 1975 was the "home state" operation, 
which has made continuous progress under the lendcrship of john Ringwalt. Although still 
opcrutihg at a significant underwriting loss, the combined ratio improved (!'Om 1974. Adjusted for 
ox cess costs attributnblc to opcmtions still in the start-up phase, underwriting results arc satisfac­
tory. Texas United Insurance Company, a major problem a few years ago, has made outstanding 
progress since George Billings hns nssumod commnnd. With an almost totally new agency force, 
Texas United was the winner of the "Chairman's Cup" for achievement of the lowest loss ratio 
among tlw home state companies. Corn husker Casualty Company, oldest and largest of the home 
lltate compnnies, continues its outstanding operntion with major gains in premium volume and a 
combim:d ratio slightly under 100. Substnntial premium growth is expected nt the home state 
operation during 1976; the measurement of success, however, will continue to be the achievement 
of a low combined rntio. 

Our traditional business at National Indemnity Company, representing well over half of our 
insurance volume, hnd an extraordinnrily bnd underwriting year in 1975. Although rates were 
incrcnsed frequently and significantly, they continually lagged loss experience throughout the 
year. Several special progrnms instituted in the early 1970s hnve caused significant losses, as well 
us n heavy drain on manngerinl time nnd energies. Present indications arc that premium volume 
will show u major increase in 1976, nnd we hope that underwriting results will improve. 

Reinsurance suffered the same problems as our direct business during 1975. The same reme­
dial efforts were nttempted. Because reinsurance contract settlements lag those of direct business, 
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it well may be thnt any upturn in results from ou1· dimct insmancc business will precede those of 
the reinsurance segment. 

At our Hom(J and Automobile Insurance Company subsidiary, now writing auto business 
only in the Cook County area of Illinois, experience continued very bad in 1975 resulting in a 
management change in October. john Seward wns made President at that time, and hns enm·gctic­
nlly and imaginatively implemented n completely rcvmnped underwriting approach. 

Overall, our insurance operation will produce a substantial gain in premium voiuma dming 
1976. 1vluch of this will rcllect increased rat as rather than more policies. Under normal circum­
stances such n gain in volume would ba welr<>me, but our emotions nrc mixed at present. 
Underwriting experience should improve- umi W(! expect it to- but our conlkl~ncc level is not 
high. While om efforts will be devoted to obtaining a combined ratio below 100, it is unlikely to be 
attained during 1976. 

lnsurancf: lnvestnwnts 
Gains in investmunt income were moderate during 1975 because pramium volume remained 

llat and undurwriting losses reduced funds available for investment. Invested assets, measured at 
cost at yem·end, were close to identical with the lave! at the beginning of the year. 

At the end of 1974 the net unrealized loss in the stock suction of our portfolio amounted to 
nbout $17 million, but we expressed the opinion, neverthe!css, that this portfolio overall repre­
sented good value nl its carrying value of cost. During 1975 a net capital loss of$2,888,000 before tax 
credits was realized. but om present expectation is that 1976 will ben year of realized capital gain. 
On March 31, 1976 our net unrealized gains applicable to equities amounted to about $15 million. 
Om equity investments nrc heavily concentrated in a few companies which arc selm:ted based on 
fnvorabh1 economic characteristics, competent and honest mnnagemunt, nnd a purchase price 
all motive when measured against the yai'Clstick of value to a private owner. 

When such criteria arc maintained, our intention is to hold fm· a long limu; indeed, our largest 
equity invnstment is 467,150 shnrcs of Washington Post "B" stock with a cost of $10.6 million, 
which we expect to hold permanently. 

With this approach, stock market fluctuations arc of liltlu importance to us- except as they 
may provide buying opportunitius- but business performance is of major importance. On this 
score we have been delighted with the progress mndc by practically all of the companies in which 
we now have significant investments. 

We have continued to maintain a strong liquid position in our insurance companies. In last 
year's annual report we explained how variations of 1/10 of 1% in interest rates result in million 
dollar swings in murket value of our bonds. Wu consider such market lluclualion of minor 
importunce us our liquidity and general financial strength make it highly improbable that bonds 
will have to be sold at times other than those of our choice. 

Bonking 
It is difficult to find adjectives to describu the perf<:~rmunce of Eugene Abegg, Chief Executive 

of Illinois National Bank and Trust of Rockford, Illinois, om banking subsidiary. 

In a year when many banking operations experienced major troubles, Illinois National 
continued its outstanding rccmd. Against average loans of about $65 million, net loan losses were 
$24,000, or .04%. Unusually high liquidity is maintained with obligations of the U.S. Government 
and its agencies, all due within one year, at yearend amounting to about 75% of demand deposits. 
Maximum rates of interest are paid on all consumer savings instruments which make up more than 
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half of the deposit bnse. Yet, despite the maintenance of premier liquidity und the avoidance of 
"stretching" for high yield loans, the Illinois National continues as about the most profitable bunk 
of its size, or larger, in the country. 

In 1975the thirty largest banks in the United Stales earned an average of .5% on total sscls. The 
Illinois National eamed about four times that much. These same thirty largest bunks canied down 
7% of operating revenues to net income. Without counting any tax benefits from consolidation, 
Illinois National carried down 27%. 

Gene Abcgg opened the doors of the Illinois National Bank in 1931 with paid-in capital of 
$250,000.In1932, its first full year of operation, it earned $8,782. No additional capital has been paid 
in, and we recommend reading its financial statements on pages 28-34 to sec what a truly out­
standing manager has built in 44 years at the helm. 

Under the present interest rate stmcture, it is expected that earnings of the Bank will be off 
somewhat during 1976 but still will remain at a highly satisfactory level. 

Blue Chip Stomps 
During 1975 our holdinss of Blue Chip Stamps remained at25\l.!% of that company's outstand­

ing shares. However, early itl 1976 our holdings were increased to 31 \1.!%. We expect some increase 
in our equity in Blue Chip's earnings in 1976 because of this increased ownership. 

The stamp business continues its precipitous decline with volume in the year ended February 
28, 1976 amounting to only onu-sixth that of the peak year ended February 28, 1970. Don Koeppel 
and Bill Ramsey have done an extraordinary job of cost-culling, which has served to moderate 
operating problems resulting from this evaporation of business. In addition, the acquisition of 
See's Candies in 1972 has proven a real winner. Chuck Huggins's management has been outstand­
ing, and profits have moved up dramatically during the past several years. 

Shareholders of Berkshire Hathaway Inc. desiring the current annual report of Blue Chip 
Stamps should write Mr. Robert H. Bird, Secretary, Blue Chip Stamps, 5801 South EP.stern Avenue, 
Los Angeles, California 90040. 

Fodorollncome Tax Implications 
In reading our earnings statement you will notice a significant amount of Federal income taxes 

paid in earlier years are now recoverable because of the net operating loss as computed for tax 
purposes, sustained in 1975. Such loss results from the exclusion from income of 100% of interest 
from state and local issues, and 85% of dividends from domestic corporations. We have exhausted 
our reservoir of available tax recoveries and, therefore, a repeat of our overall operating perfor­
mance in 1976 would proc!uce much smaller net earnings. While we do not expect this result, it is 
important that you are aware of the absence of this cushion in the event that operating losses, as 
calculated for Federal tax purposes, should continue. 

Acquisition of K & W Products 
In addition to the 1975 Waumbec acquisition, we acquired for cash and notes on January 6, 

1976, 100% of the assets of K & W Products, including its insurance subsidiaries. The insurance 
operations are minor in scope, representing business already associated with National Indemnity 
Company. K & W Products manufactures specialty automotive chemicals for use in automobile 
maintenance, such as radiator and block sealants, gasket compounds and fuel and oil additives. 
The company has extensive trademark or trade name protection for its products, which it man­
ufactures ut plants in Califomia and Indiana. Although relatively small, with sales of a little over 
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$2million, it consistenlly has generated favorable earnings. Positioned as we now nrc with respect 
to income taxes, the addition of a solid source of taxable income is particularly welcome. 

Gencml Review 
Your present management assumed responsibility at Berkshire Hathaway in May,19G5. At the 

end of the prior fiscal year (September, 1964) the net worth of the Company was $22.1 million, and 
1,137,778 common shares wore outstanding, with a resulting book value of $19.46 per share. Ten 
years em·lier, Berkshire Hathaway's net worth had been $53.4 million. Dividends and stock 
1·epurchases accounted for ovcr$21 million of the dedine in company net worth, but aggregate net 
losses of $9.8 million had been incurred on sales of $595 million dming the decade. 

In 1965,1wo New England textile mills were the company's only sources of eaming pmvm· and, 
before Ken Chace assumed responsibility for the operation, textile earnings had been erratic and, 
cumulatively, something less than zero subsequent to the merger of Berkshire Fine Spinning and 
Hathaway Manufactming. Since 1964, net worth has been built to $92.9 million, or $94.92 per share. 
We have acquired total. or virtually total ownership of six businesses through negotiated pur­
chases for cash (or cash and notes) from private owners, started four others, purchased a 31Y..'Yo 
interest inn large affiliated enterprise and reduced the number of outstanding shares of Berkshire 
Hathaway to 979,569. Overall, equity per share has compounded at an annual rate of slightly over 
15%. 

While 1975 was a major disappointment, efforts will continue to develop growing and diver­
sified somces of earnings. Our objective is a conservatively financed and highly liquid business­
possessing extra margins of balance sheet strength consistent with the fiduciary obligations 
inherent in the banking and insurance indusll·ios- which will produce a long term rate of retul'll 
on nquity capital excending that of American industry as a whole. 

Warren E. Buffett, Chairman 
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PEAT,l\L\RWICI{, MITCHELL & Co. 
CERTII'lED PUDI.IC ,\CCOU.r..~rA~TS 

1\IllWlT PLAZA 

0!-IAJIA, NEDRASICA 08131 

The Board of Directors and Stockholders 
Berkshire Hathaway Inc.: 

l~e have e.'!:amined the consolidated ba).ance sheets of Berkshire Hathaway Inc. 
and consolidated subsidiaries as of January 3, 1976 and December 28, 19?4, 
the balance sheets of the Berkshire Hathaway Inc. - Insurance Group as of 
December 31, 1975 and 1974, and the related consolidated statements of 
earnings and retained earnings and changes in financial position of 
Berkshire Hathaway Inc. for the 53 weeks ended January 3, 1976 and the 
52 1~eeks ended December 28, 1974. and the statements of income and unassigned 
surplus and changes in financial position of the Berkshire Hathm~ay Inq. -
Insurance Group fo1· the years ended December 31, 1975 and 1974. Except as 
stated in the following paragraph, our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances. 

Blue Chip Stamps, an investee of Berkshire Hatha1~ay Inc., as described in 
note 5 to consolidated financial statements, was examined by other auditors 
for its most recent fiscal year ended }~rch 1, 1975. Unaudited earnings of 
Blue Chip Stamps for the nine months ended November 29, 1975 1~as the basis 
in part for the amount of equity in earnings of Blue Chip Stamps recorded by 
Berkshire Hathaway Inc. Under the terms of our engagement, we di.d not 
examine evidence in support of the unaudited earnings and accordingly do 
not express an op1n1on as to the equity of $2,002,652 in earnings of Blue 
Chip Stamps for 1975. 

In our opinion, except for the effect of such adjustments, if any, as might 
have been determined to be necessary had the earnings of Blue Chip Stamps 
been audited for the nine months ended November 29, 1975, the aforementioned 
consolidated financial statements present fairly the financial position of 
Berkshire Hathaway Inc. and consolidated subsidiaries at Janua1-y 3, 1976 and 
December 28, 1974 and the Berkshil·e Hatha1~ay Inc. - Insurance Group at 
December 31, 1975 and 1974 and the results of their operations and the changes 
in their financial position for the respective years then ended in accordance 
with generally accepted accounting principles applied on a consistent basis. 

~~rch 26, 1976 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 

ASSETS 
Cash . . . • . . . . , . . . . . . . . . . . . . . . . 
Investments, other than affiliates (notes 3 and 4): 

U.S. Treasury Bills and other short-term obligations, at cost which approx­
imates market 

·a ones, al'Hmortizcd cost 
Pref· rred stocks, nt cost . . . . . . . . 
Coinmon stocks of unuffiliated companies, at cost 

Total investments, other than affiliates 

Investments in affiliates (notes 5 and 6): 
Common stock of Blue Chip Stamps 
Unconsolidated bank subsidiary 
Othm· unconsolidated subsidiaries 

Total investments in affiliates 
Recoverable Federal income taxes 
Accounts receivable from customers, agents and others, net (note 7) 
Inventories (note B) . . . . . . • • , • . . • • . . 
Real estate, equipment, furniture and leasehold improvements, at cost less 

allowance for depreciation timl amortization (note 9) 
Deferred insurance premium acquisition costs 
Other assets . . . . . • . . . . . . . . . 

}<111. 3, '!.!!?.!! 
S ,. H,044,526 

16,175.~65 

70,760,945 
2,550,275 

39,:141,135 

136,835,620 

18,777,479 
23,424,329 
1,120,3:13 

43,322,141 

4,400,000 
19,710,105 
8,135,615 

3,722,242 
2,950,000 

__ .§21,168 

$225,741,417 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Losses and loss Hdjuslment expenses S 73,033,492 
Unearned premiums . , . . . . . 22,344,290 
Funds held under reinsurance treaties 2,939,462 
Amounts due for- purchase of ~mcuritics 679,990 
Accounts payable and acr:rued expenses 5,790,070 
Income taxes: 

Current . . . , . . . . 
Deferred 

7\1% debentures due 1987 (note 10) 
Sundry installmenl promis~ory notes (note 11) 
8% senior notes due 1993 (nolo 12) . . . . 
Excess of net assets of consolidated subsidiaries over cost of investment 
Other liabilities . , . . . . . . . . . . . . . . . . 

Stockholders' equity: 
Common stock of $5 par value. Authorized 1,100,000 shares; issui!d and 

outstanding 979,569 shares 
Retained earnings (note 12) . . . . . • • . 

Total stockholders' equity . . . . . 
Commitment and conting"at liability (notes 14 and 17) 

170,546 
2,518,706 

505,820 
3,602,480 

20,000,000 
579,070 
679,219 

.-1-3.,-2,.::;85':::1 '2 25 

4,897,045 
87,992,347 

92,890,192 

5225,741,417 

See nccornpanying notes to consolidated financial statements. 
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$ 4,230,559 

n,10B,163 
71,530,651 

2,855,1!15 
~669,865 

136,163,864 

16,923,998 
22,416,079 

1,187,333 

___:10,520,21.Q 
2,800,734 

17,891.227 
5,999,552 

3,913,473 
4,400,000 

2115,954 

5216,213,573 

$ 72,761,097 
21,704,867 

2,857,284 
294,101 

4,435,325 

163,809 
3,043,800 

555,780 
1,274,437 

20,000,000 
579,070 
345,376 

128,014,946 

4,897,845 
03,300,782 

08,198,627 

$216,213,573 



Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 

Income items: 
Insurance premiums earned 
Net sales or textile products 
Interest and dividend income 
Real estate income 

Cost and expense items: 
Insurance losses and loss adjustment expenses 
Cost ortextilc products sold • . . . . 
Insurance underwriting expenses 
Selling, ndminist.rativc and other expenses 
Interest expense 

Earnings (loss) from insuruncc underwriting ami manufacturing 
operations before applicable income taxes . • . . . . 

Income tax credit applicable to opernling earnings (loss) (note 13) . . . . 

Earnings before equity in net earnings of other cornpnnics and realized 
investment losses • . . . . 

Equity in net earnings of bank subsidiary 

Equity in net earnings of Blue Chip Stamps 

Earnings before realized investment losses 

Realized investment losses 
Applicable income tax credit 

Net rcnlized investment (losses) 

Net unrealized appreciation (depreciation) in market 
values of preferred and common stocks of unarfWatcd 
compnnie~ or $17,148,000 in 197<' ] •.1 (54,356,000) in 1974 
have not been included in the determination of net earn­
ings. 

Net earnings 

Retained earnings at beginning of yt1ar 

Retained earnings at end of year 

Earnings per share of common stock, based on 979,569 shares outstanding: 
Earnings before realized investment (losses) 
Realized investment (losses) 

Net earnings 

Fiscnl Year 
1975 1974 

s 58,335,706 
32,833,:172 
8,910,240 

287,314 

100,374,632 

47,237,737 
28,234,179 
21,744.891 
4,192,399 

~5,396 

103,254,602 

(2,879.970) 

4,140,910 

1,260,940 

3,450,000 

2,002,652· 

6,713,592 

(2,888,062) 
066,035 

(2,022,027) 

4,691,565 

83,300,78~ 

s 87,992,347 

s 6.85 
(2.06) 

s 4.79 

s 60,573,729 
32,591,874 
8,029,876 

206,307 

101,401,786 

47,119,846 
27,429,277 
20,345,744 

3,640,720 
1,717,944 

100,253,531 

1,220,255 

2,010,321 

3,238,576 

4,093,000 

~1,052,000 

8,383,576 

(1,908,093) 
__ 567,678 

(1,340,415) 

7,043,161 

76,257,621 

$ 83,300,782 

s 8.56 

~) 
s 7.19 

Sec accompanying notes to consolidated financi_al statements. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Funds provided: 
F'rom operations: 

Net earnings . . . . . . . . . . . . . . • . 

Charges ((:rcdits) to earnings not requiring (providing) funds: 
Equity in undistributed earnings of bank subsidiary 
Equity in undistributed enrnings or Blue Chip Stnmps 
Accretion of discount on bonds • . . . . . • . 
Depreciation und amortization . . . . • . . . 
Decrease in deferred insurance premium acquisition costs 
1ncrcasl' in rccovcrnhlc income taxes • . . . . . . 
Increase in accounts receivable from customers, agents nnd others 
Decrease in inventories . . . . . . . 
Increase in unpaid losses and loss tuljuslmc!lt expenses 
Increase in unearned premiums • . ., . . . . . 
Increase in funds held under reinsurance trcnlics 
lncnmsc (decrease) in accounts payable and accrued expenses 
Decrease in liability for income taxes 
Other, net . . • • • • . . . • . • . • . . 

Funds provided from operations 

Dividends received from unconsolidated subsidiary 
Proceeds from issuance of long-t crm debt 

Funds used: 
Subsidiaries ncquircd (note 2}: 

Cash ....• 
Accounts receivable 
Inventories 
Other nsscls 
Accounts payable and accrued expenses 
Notes pnynble . • • . . . • . . 

Additions to equipment. furniture and lease-hold impro>'emcnh~ 
Ropnymcnt of debt • . • . . . . . 
Cost of net purchusc (sale) of investments: 

U.S. Treasury Bills 
Bonds . . • . . . . . . • • 
Preferred stocks 
Common stocks of unnffilinted companies 
Common stock or Blue Chip Stamps 
ln\'eslmenl in unconsolidated subsidiary 

Increase in cash 

Fiscnl Year 
--~---

1975 1974 

s 4,691,565 
-~----

(1.007.450) 
( 1,85:!,4111) 

(384,278) 
536,632 

1,450,000 
(1,599,266) 

(32,731) 

507.771 
212,a95 
639,423 

82,178 
378,721 

(510,277) 

--~~~0~ 
(1,475,054) 

3,216,511 

82,000 
1,150,000 

~=~48,511 

210,577 
1,786,147 

2,643,834 

46,6!10 

(1,361,913) 

~5.000) 

1,660,325 

345,401 

536,917 

5,067,102 
6,846,016 

(296,910) 

(11,328,730) 

15,000 -----
_21?2,478 

1,603,390 

s 4,448,511 

(1,406,345) 

(889,410) 
(442,153) 
538,063 
840,000 

(2,800,7:14) 
(3,834,653) 
1,137,124 

11,085,329 
422,887 

1.539,079 
(291,284) 

(:152,116) 

- (329,~_~) 
5,216,544 

12,259,705 

191,500 

_!,305,6~~ 

$13,?56,828 

783,531 

73.946 

9,707,728 

(1,985,528) 
556,837 
913,087 

2,317,313 

45,000 

_11§_54.437 

__ 1,:J~4.91i 

$13,756,828 

Sec accompanying notes to c:onsolidotml finnnc;inl statements. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
January 3, 1976 nnd December 211, 197-1 

{I) Summary of Significant Accounting Policies nnd Practices 
(o) llosis of l'rcscnlotion 

The accounts of Berkshire Hathaway Inc .• the pnrtml Company, nrc consolidutctl with thn ac:counls of 
wholly·owncd subsidiaries engaged in the tcxtill~ business. and the accounts of subsidiary insurance 
companies (The ~'Insurance Group"), wholly·nwned by Berkshire 1-lathnwny Inc. 

1'hc parent Company's investment in The Illinois National Bank & Trust Co. of Rm;kfnrd is accounted for on 
the equity basis. 

Immaterial subsidiaries nrc not consolidated and irwcstmcnls therein nrc carried nt cost less dividends 
rccoi\'cd from such subsidinrics. 

The accounts of the parent Company and ils consolidntcd noninsuronr.c subsidiaries ore maintained on the 
basis of a fiscnl y~nr muling on the Salurdi1J' nearest to December 31, while the m:counts of the Insurance 
Group nrc maintained on the basis of the calendar year. Fiscul year 1975 comprised 5:1 wccks operations of 
tho textile business. 

(b) /nvestnwnl in Securities. Olhcr thclllllf(ilicztcs 
Investments in bonds arc stntcd at amortized cost: investments in preferred nnd common stocks other than 

affiliates ore curried nt the lower of cost or market value nt December 31, 1975 nnd nt cost nt December 31, 

1974. The investments in equity securities nrc held by the Insurance Croup nnd nrc stu ted at cost. These 
investments generally consist of a relatively few issues ncquired with a general view to holding as long~tcrm 
in\'estments.ln view of the fuel that market voluequotulions fluctuate daily, management considers the cost 
method as most appropriate for such long·lcrm hwestments, nnd has consistently applied such nmthod. 

However. pursuant to the dictates orStntcmont or Finnncinl Accounting Stnndurds No. 12, the Cumpnn~t has 
changed its method or accounting for these investments whereby they nrc reflected at the lower or cost or 
market value at December :u, 1975. There wns no effect of this change nt December 31, 1975 since market 
vuluc exceeded cost on nn oggrcgutc basis. t\ny ruturc ndjustnwnt or the carrying value will be reflected 
through n direct chnrge or credit to stockholders' equity. 

(c) lnveslmcnl in llluc Chip Slamps 
The investment in Blue Chip Stumps ("Blue Chip") is accounted for on !he equity basis. Deferrcd income taxes 

arc provided for with respect to undistributed earnings of Blue Chip under the assumption thnt such 
earnings will ultimately be distributed as tnxublc dividends. Dlue Chip determines income on I he basis or n 
fiscal yenrendingon or about February 28. Berkshire Hathaway Inc. reflects its equity in the earnings o£Bluc 
Chip on the basis of that company's twelve months ending on or about November 30. 

(cl) Insurance Premiums 
Insurance premiums arc recognized us revenues ratably over the term of the policies. Unearned premiums nrc 

computed on the monthly pro rata basis nnd. nrc stutcd nrter deduction for reinsurance placed with 
reinsurers in the amount o[ $2,885,610 at December 31, 1975 nnd $-!,583,628 nt December 31, 1974. Premium 
acquisition costs such us commissions, premium taxes and certain other underwriting expenses arc, 
pursuant to statutory insurance accounting rules, charged against income when incurred. However, for 
financial statement purposes, a portion of such costs nrc deferred and charged against income as the related 
premiums nrc earned. 

(c) Losses and Loss t\djuslment Expenses 
The Insurance Group provides for losses and loss udjustment expenses bused upon (1) aggregate cnse basis 

estimutcs for losses reported, in respect to direct premiums written, {2) estirnntes of unreported losses lmscd 
upon past experience, (3) estimates received relnting to assumed reinsurance, and {4) deduction of nmounts 
for reinsurance placed with reinsurers in the amount of $6,094,384 nt December 31, 1975 and $5,518,385 nt 
December 31, 197-1. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(f) Buell Estnlt', Equipment, Furniture cmd Lnusehold lmprow.mmnls 
These items of properly (including significant betterments and nmmvals) urt' Ciurit•d nt cost deprPciatcd over 

tlwir useful lives estimuted it I the dah• of acquisition. Tlu~ douhle·dt•t:lining balance method is used to 
r.ulculntt• dt•prl'chttinn of 1WW items of textile properties acquirc~d itrtnr "19G5: the strnight·Hno method is 
applied for otht•r items. f..·tnintLHltltlCl', rcpnirs and rem•wttls of n minor nutun• nrl' gem~rally clmrgml to 
npl'ralions ns ineurr{'d. 

(g) lnnmlorws 
lm·cntories relate to tlw tnxtiln opt~rnl ions ami arcstntl•d nt cost, determined for tht! pnrtml Cnmpanyuntlcr the 

lnst .. in, first·oul nwthod at both Dt!cmnher 31, 1975 and Der.cmbur 31, 1974: cost of inventories of textile 
subsidiaries arP detcrminml under the nrst~in, nrst·OUI method. 

(h) Jm:ouw TU.\:HS 

i\ «:onsolidated Fmleral incomolnx return is filed hy the parent Company and ils l'ligiblc subsidiaries. 'rhc 
n•cnverahle nmotml reflected in the t:onsolidatcd bulanct• slwets int:hulcs the upportioncd Pt~dcrnl tnx 
amounts of tht' companies whose uccounls nre t:unsoHdated. 

i\ provision fur dderrcd tuxes is mndc in recognition of timing diiTt!rt•tu:cs created by the numner in which the 
lnsuri111CC Group accounts for ccrtuin income and expense items for financial reporting purposes und tlw 
m:counting trCilllllCnl of these ill~ms. for incomu tnx purposl•s. 

lll\'£'Stmcnt tax r.l~('tlits on qunlifJ•ing property ami equipment acquisitions nrc applh~d us a reduction of 
income tux l'Xpensn in the year realized. 

(2) Acquisition of Wuumbcc Mills lncorpornlcd 

On April 28, l9i5, the parent Compnny purchnsml all of the outstanding capilnl stock of \Vuumbt•c Mills 
lncorpot·at£'d ("\Vmunbec"), r..hmchcstcr, New Hampshire. \Vaumbcc is engaged in mnnufncturing, distributing nnd 
st•lling wovl'n fabrics. t\ wholly·owncd subsidiary of \Vaumhcc engages at the sumc location in tlw finishing of textile 
fabric:s. Tho ilcquisition of \oVaumbcc hns been accounted for ns n purchnsc, nnd results of upcrntions from dutc of 
m:quisit ion nr£' included in the consolil1ah~d stntmncnts of earnings fo1· 1975. 

The l!Ost or \Vnumlwt! to the Company. including direct acquisition cr.-sts, was $1,660,325; instnlhncnl promissory 
nott•s of princilhll umount of S1,150,000, which hcnr interest nl8"-U per annum, were issued by the parent Company in 
partial consideration of the purchase price with thl! halunm~ pnitl in ens h. 

Tlw net book \'nluu of assets less liabilities of \Vnumbec was in excess of the purchase price: such excess wns 
applied in or.cord,mtw with tim Accounting Principles llom:d Opinion Nn. 16 to eliminate the net properly, plant nnd 
equipment m~counts of\Vnumbec nnd its subsidiary ns they c:dstml nl the purchnse dntc. As a result of that ncquisition 
ildjuslnwnl. nu dcpn~e.iulion c~pense with respect to the acquired properttes (which us to \,Vnumhm~'s prior basis of 
nccountnhility amounted to 52:19,000 during tho period of Berkshire Hathaway's ownership in 1975), has been charged 
to earnings. nor wiP such depreciation he chargeable to futun~ consolidntcd earnings. 

\•Vnumhec ami its subsitliary as of the dnle or ncquisit ion had unused net operating loss cnrrytwers, us denncd by 
tlw Internal Rcvcntw Cotlt>, of approximntnly $2.6 million. To the t~xtcnt thnl future tax benefits art~ tit! rived from such 
carryovers, they wiU lm nccountcd for us "negative goodwill" to lw umortizcd into consolidated inc:omc in future 
periods which will not coincide with thn periods in which bcnt~fits, if nny, nrc realized. Such lwncnts will arise only if 
\•Vaumbec and its subsidinry hn\'C future tnxnble income. and then only to the extent thnt such incomr. cx£:ccds 
aggrcgall! not losses for tax purposes, if nny, of othnr mmnhers of the consolidntcd group. Mnnngcmcnt of Umkshirc 
Hntlu:.wny Inc. believes some lax benefits might bl~ realized, though their effect on income in any gi\•cn future 
nccounling period would not he mnlL•rinl in amount. 

Had the purchnst! of\rVaumbuc been cunsummnled on the sumo bnsis us of the.! beginning or 1!174, G£lrlnin items in 
the consolidated statements of earnings on n pro formu hnsis would hnvc been us rollows: 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUDSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 
1975 1974 

Net Silhls of textile products 
·rota) inr.om~ items 
Earnings he fore equity in net cnrnings of ntlwr companies nnd rcnlizml invcstmmlt 

losses • • . • . 
Net earnings • • • . 
N~~llmrnings prr shurc 

(3) Bonds nnd Common Stocks Deposited with Others 

5 35,965,000 
10:1.507,000 

600,1100 
4,0:19.0011 

4.'12 

$ 45,91lll,ll0() 
114.71lO.OilO 

3,567,[)00 
7,372,[)00 

7.53 

Common stocks with n costof$2,619,208 (market \'ahm$2,4:17,500) nt Dm:mubcr 31,1U75nml bonds with amortized 
cost of 520,9l1,:Jil5 nnd 515,294,910 nl December 31, 1975 nnd 1974, respc<:lively, were dcposiled in trust with \'nrinus 
re-gulatory authorities or others. 

(4) Investment in Securities of Unaffiliated Compnnies 
t\ summary nf the nggrl•gntc cost and approximate mnrkct vnluc of in\'cstnH.mts in securities of unaffiliated 

companies nt Dccmnbcr 31, '1975 und l9N is ns follows: 

Bonds .............. 
Equity securities: 

Prercrrt' t •• tacks 
Common stocks 

Cost 

$711,700,9_-t:; 

2,558,275 
~39.~:~l.1~5 
541,699.410 

1975 

Morkct 

$74,4117,055 
----------

2,1166,871 
39,280,357 

.. ·--·-- ---
$·12,167,228 
-- -----· ---

197·1 

Cost Murkol 

$71,530,651 $56,907,900 

2,055,105 1,642,817 
50,669,865 34,802,3_5_11 --- --- ·- ---

$5~.525,050 536.645,175 

At Occcmbcr31, 1975. with respect to equity securities, gross unrcnllzcdgains wcrc$3,795,267 nnd gross unrcnlizmJ 
loss~s. 53,527.440. A net realized loss of 52,ut18,062 (before tax benefit) on tho snle of socuritil•s was included in the 
determination or net income ror 1975. The cost or securities sold is generally dctcrminml on 11 first·in, rirsl·OUt bnsis. 

(5) Investment In Blue Chip StQmps 
The carr~·ing vnhw or tht~ in\·estmcnt in llluc Chip Stumps ("Blue Chip'~) represents the cost, less nmorlizntion or 

the ncl excess or cost O\'Cr equity in net nsscls nt dates of ~1cquisition, plus equity in undistributctl curnings. DcrerrC'd 
In xes nf$337,786 and 5191,800 nl Dccember31,1975nnd 1974, respectively. hnve been provided with respect to the equity 
in undistributed earnings nssuming their ulthnntc distribution ns n tnxnblc c.li\'idcnd. 

The invcslmcmt in lllun Chip is summnri7.ct1 as rollows: 

Shure:; owned 

Perccntngc of lolul outstn1uling shu res 

Cost. represented by: 
Undcrll'ing net asset \'nlues nt dates or ncquisition . . . . . • • 
Net excess cost, less nmortizntion of $1,353,99~. 1975 nnd 51,179,873, 1974 

Equity in post .. nr.quisition undistributed earnings . . . . . . . . . 

_!)ccc~.!~J_Q.~ ~1-~ 
1975 197~ 

25.6% 

513,064,112 
_ ___!)~0,482 
13,780,594 
~4_.~9!i,ml~ 

$10,77?,:1?9 

~--1·~~~~:~~'! 
25.6% 

$13,004,112 
_ .. __ll~o,ooa 
13,954,715 
~.90~,211.:1 

S!(l,E~a,99o 

The excess or cost over equity in net assets is being nmortized over eight yunrs from tho buginning of 1972. 
t\mortizntion wns 5174,121 for '1975 and $384,200 for 1974. 

As indicated nbovc, Berkshire Hnthawny Inc. nnd its subsidinrlcs own upproximntcly 26% or llluc Chip: these 
holdings plus holdings of other persons who may be considered nffilintcs nggrcgutcovcr 50% of llluc Chip's outstanding 
shnrm;. 

13 

llcrhh.lrc llallutwny ltu;. 197S •\nmtal itt'(li."ltl to lhll SlocUmldt•ts 



Berkshire Hathaway Inc. 
AND CON!lOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Cont.inucd 

lllm• Chip Stumps, n Cnlifornln corporntion, nnd itssuhsidiariQS nrc ongngod in four !inns of business: (1) Illuo Chip 
pruvith$ a trmling stump s~rvir.tl to rt.~tail mcrdumts nntl thuir custunmrs in Cnlifurnin nnd Ncvntln. (2) A division, Bluu 
Chip lnr.enti\'es, on '1 nnlionwitlc hasis, dt'!velops int:tmtivc programs for businesses nnd also dnvclops, for oil 
r.ompunlcs nnd other lnrgn issu£'rs ol crl'llit curds, c:omplctc mcr,:handisl~ pnckngt~s for thoir (:rc1lit cnrd holders. {3) A 
suhsillii1ry. Spn's Cundy Shops, lm:orpornted, prmlm:cs qunlity mmd~' nnd conf«!ctinnnry prodm:ls in fully uquippml 
kih:lwns in l.os Angeles nnt! South Sun l'rnncisco. Tlw <:nndy is sold fresh to tlu: public In npproximnh:ly 170 
t:ompan~~~o(mratcd shups in ten wcsttmt slntcs including Hnwuii. (4) A 64'~i~~uwncd, uncnnsulitlatml suhsidiury, \fl/cs(:o 
F'inuncin1 Corporntmn, owns \lllofthc nutstnmling stock of Mutunl Sa\•ings nntl Loan 1\ssor.intion. Mutual's heml officu 
is in Pasmlenu, and its fHtmm other locations urn nlso in Soutllt!rn Cnlifornia. 

The finnnr.inl stntemcnts of Blue Chip ns of Murch 1, 1975, nnd for the 52 weeks tlu:n ended (uudited), nnd ns of 
Novt~mbt.•r !m, 1975 and for thl! 52 Wt!l•ks tlwn ended (unnmlitml) rcflm:l the following: 

BLUE CHIP ST:\MPS 
Consolidntcd llnlnncc Sheets 

.1\ssuts 

Cilsh • • . • • • • • • • • •.•.•..•.. • • · 
Mnrkt'tnhlc securities, at cost (rnnrkct t-inrch 1-$59,594; November 29-$62,600) , 
lnvenlorius • . • • • . • • . . • 
Pro(WI'Iy, fix turPs uml equipnumt, net • • • , • • • • , 
lnn~stmont in \Vt.•sco Finam:inl Corpornlion . • . • • • . 
Bxcess of cost O\'cr t't]uity in net nsscts o[ consolidntmt subsidiary 
()tlu-r us~rts • • • • . . . . . . • . . . . . • • • 

Liubilitios und 
Slot'khold"rs' g']Uil)• __ 

tinhilily fur unn~dt•mund trading stnmps 
6'•"6 subordinated dulll'ntures due 1978 
Olhor liolhilitit•s 
Stm:kholdrrs' (:quity . , . . , , • 

BLUE CHIP STAMPS 
Consolidated Earnings Summnrics 

Stomp service rr.\'mmrs • • • • • • • 
Mcrchnmlisc promotions nnd incentive snlcs 
Cundy snles . • • . 
Othl~r rc\'Pnues 

Totnll'eVI.murs 

Eurnings bcfow securities gnins (losses} and extraordinary credit 
Per shnro 

Net Ntrnings 
Pt~r share 
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(SOOO omitted) 
Mur. 1, 1975 Nov, 29, 1975 
- · · ·-- - (Uiiciuilltl:if) 

s 1.506 s 2,607 
77,541 76,095 
11.707 13.02·1 
8,27:\ 

26,307 
15,11113 
'12,218 

s 153.4!15 

s 72,1113 
6,512 
7,491 

67,:109 
$153.495 

U,3:l9 
27,01.1 
'15,595 
13,0113 

$157,-154 

s 70,962 
6,392 
11,65:1 

71.2-t7 
$157,454 

(SOOO orniltud) 
52 weeks 52 wunks 

cndud ended 
~1.~Jr~ ~._1_~!_5 ~Ym:. __ ~_19_75 

(Unuudilud) 
s 25,56-1 s 2'1,502 

11,022 
42,907 
9.072 

S 8U,365 

S 7,5llU 
1.45 
11,{\05 
1.07 

'12,804 
47,5U2 

_6,057 
s 811,545 

s 7,5011 
lAG 
!1,:10:1 
1.77 



Berkshire Ha~haway Inc. 
AND CONSOLIDATED SUBS!D!ARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Had tim prO\•isinns of stntmnont of Financial 1\r.r.o\lnting Standards No. 12 been effective with respect to the 
prcc(~ding presentations, Uluu Chip's mnrkt!tnblc securities would hn\'c bmm cnrrind in tim November 29, 19'75 hnlancu 
shert nt murkct vnluo which nmount wus, us indicntctl. S1:J.495,000 less thnn cost. Such nmounl would hnvu been 
applit!d ns a reduction of stockholders' equity ofillue Chip Stamps, nnd llerkshire Hntlwwny Inc. would hnve roconlod 
its proportionnlc slum.! of such reduct inn, or $3,455,000 us n rcdm:tion of its stockholders' cquit~· at Jnnunry :J, 1976. Of 
sur.h nmmmt, $!!,580,000 would lmvc npplicd us n reduction of cnpitnl und surplus of the lnsuruncc Group us uf 
Dccmnhcr !Jl, 1975, 

lliuo Chill finnnoini statements for their fiscal yonr ended Murch 1, 1975 (nnd for certnin prior years) revealed 
signincunt litignlion proceedings ngninst the Company. The Compnn~~stutml with rcgnrd to certain orthcsa prm~cmlings 
that n possible result could be to "compel it to discontinue issunnccoftrntlingstnmps." Additional proceedings involve 
sub•tnntinl contingcntliabilit ics: the accountants' O(Jinion covering the finanr.inl statements ofllluo Chip Stnmps ns of 
March '1, '1075 nnd for the fisr.nlyonr then ended, as well us tlu1t for certuin preceding yours. wus given subjcr.t to the 
{'ITcct1 if any. of the legal proceedings rufcrrml. to, 

(G) Investments in Unconsolidated Subsidiaries 
Tho investment in the unconsolidnted hunk suhsitlinry represents nppro:dmutoly DO% of tho outstunding stock of 

Thu Illinois Nntinnnl Bunk & Trust Co, of Rockford. The equity method is used in accounting for this investment. Sen 
note 14 rcganling divestiture of this investment. Financinl statements of The Illinois Nnlionnlllunk & Trust Co. o[ 
Roc:kFord und subsidiary arc presented elsewhere herein. 

The carrying mluos of $2~.544,662 at january 3, 1976 nnd S23,61J.1,212 at Dccemhnr 20, 1974 for nllunr.onsolidnted 
subsidiaries were approximately $2,500,000 in excess of the parent Compnny's equity in the net nssots ns reflected in the 
finnncinl statements ofthcsuhsidinrics nt those dates. This excess cost originated prior to November 1,1970 nnd is not 
being amortized since it is considered by mnnugemcntlo hnvc continuing value over nn indefinite period. 

(7) Receivables 
Accounts rcccivnble from c\lstomcrs, ngcnls und others wns mudc up of thr. following: 

lnsurnnco Group: 
Agents' balances and premiums in c~~nsc of collection 
Investment income due nnd accrued 
Reinsurance recoverable on loss payments 
Amounts due from sole or securities 

Textile business trndc accounts receivable (less allowance for doubtfulnccounts, 
1975-$362,095: 1974-$331,394) . • • • . • • . • . . . . . • • • 

(8) Inventories 
A summary of inventories follows: 

Rnw materials and supplies 
Stock in process 
Griego and finished cloth 

December 31, 
1975 197~ 

S 6,949,958 
1,649,292 
4,520,912 

23,084 
13,143,246 

6,566,859 
$19,710,105 

/on. 3, 1976 

$1,717,825 
2,907,238 
3,430,552 

$8,135,615 

s 9,583,769 
1.438,492 
2.459,093 

31,955 
13.513,309 

4,377,918 
$17,891,227 

Dec. 28, 1974 

$ 832,210 
1,425,670 
3,741,672 

$5,999,552 

Cost of inventories o[ the parent Company are determined by the last-in, first-out ("LIFO") method. Cost of 
inventories of subsidiaries arc determined by first-in, first-out ("FIFO") method. Cost using FIFO for all inventories 
would have exceeded balance sheet carrying amounts by $1,261,642 and $1,234,436 at January 3,1976 and Decembor 28, 
1974, respectively. 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(9) Real Estate, Equipment, Furniture nnd Ltmsuhold Improvements 
Tlw cotnposition or plant nntl equipment is shown below: 

Jnnu~rry_,:J,_l_~-7~-

Lnnd • • • . 
Buildings • • • • • • . 
~vlm:hincry und l!quipmcnt 
Furniture and r1xturcs nnd 1rmsehold improvmmmts 

Less nccumulatcd dt!prcciation nnc.l nmortizalion 

Dc~:omber _2_8, _19N 

Lund • • • • 
Buildings • • • • . • • • 
Machinery ond uquiptmmt 
Furniture and fixtures nnd leasehold improvements 

Less nr.cumuluh~d depreciation and nmortization 

(10) 71;% Subordinated llebcntures 

Profu:rUos Propurtius 
of lnxlilo of lnsuronco 

~1~£~11 iOJ~-~ ~ ~Grol)p __ 

s 84,1160 s 83,847 
2.409,214 1,260,989 

"13,1135,9116 
~7]_:!,11_!0 _1,141,§62 
16,302,1172 2,480,398 
~14,:JQil,11_7Q ... 9li0.1_5_:! 

~~!g5,!l_9f! $1,52~.~"!_~ 
-~-----

s 84,800 s 83,847 
2,409,214 1,254,a63 

12,734,171 
834,992 1,053,380 

16,003,237 2,391,590 
13,730,358 _810,99_13 

s 2,332,879 $1,511(]~11_4 

ToiUl 

s 108,707 
3,870,203 

1!1,035,988 
" _ _1,914~72 
1!1,789,270 

_1_5_,QGI,028 

~~~n2~~: 

s 168.707 
3,663,577 

12,73•1, 171 
1,888,372 

18,454,827 
_:!.'!,§41,354 
s 3,913,473 

Debentures bcur interest at tim rate of7~% pnynblc February 1 nnd Augusll and will bcducon Augusll, 1987. The 
dnhrmtures nrc not secured by any Hen and are not convertible: they nrc subordinated to senior indebtedness which 
includes indebtedness of tht! parent Company for money borrowed. The debentures may he rcdcr.mcd nt par at the 
Company's option. The indenture under which the debentures were issued requires the purcnl Compnny to redeem 
$42,800 principal amount of I he debentures. through a sinking fund, unnually on t\ugusl1through 1986. 

(11) Sundry Installment Promissory Notes 
This cnption includes the following: 

Pnrcnt Company: 
8% nolu issued Mny 1974, repayable in monthly inslnllmcnts of$1:!,071 includ-

ing inlercsl, through February :1986 • . . . . . . . . . • • . 
6% notes issued April1975, rcpnyublc in nnnunl installments of $287.500 plus 

interest, in utu:h of the yuars 1977through 1980 • . • • • . • • • • 
Obligations of subsidiary nc:quircd in 1975: 

6% note issued 1973, repayable in semiannual \nstnlhncnts of $80,000 plus 
interest through t\ugusl"l, ·t978 . . . . . • • . • . . , • • • 

Nolo issued 1973, principal rcpnynhlo in nnnual iustnllmcnlsofS70,000 lhrough 
May 1, 19113, plus interest at 5% lhrnugh April 30, 1978 nn!l 0% thcrunfler' 

8% note issued in Aprii197S with a fixed duo dntc of April30,1980, contingently 
due earlier• . • . • . . . . . • . . . . • . . . . . . . 

•ounrnnlccd by parent Compnny. 
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$1,217.4110 $1,274,4:17 

1,150,000 

4110,0()1) 

560,0l10 



Berk-shire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Contir:•ed 

(12) II% Sunior Notus duu 199:1 

The pann•t Company in 1B73 issued S20,000,000ti%Scnior notes wtth final maturity March 1, 199a.1'ho notes coli for 
mandatory nnnunl prcpnymcnts of 51,143,000 on March lin each of thn ycurs from Hl79lo 1992, inclusive. Optionnl 
prt!puynwnts arc permitted without premium up to the amount of the required prnpaymcnls in each orthcycars H179 to 
1992; this right is not cumulative. Additionally, the parent Company may also prepay the nutcs nt any time. in full or in 
part, ut n premium tler.lining rntnb)}t from the current rate of approximately 71!;, to pnr in '1992. Tho parent Company 
ngnwd it will not nffcr.l any optional prepayment pl'ior to March '1 1 1903 from proceeds of any rt~funding operation 
involving tlw incurring of nny indebtedness at an ciTectivc annual interest rntc of less thun w·~. 

In the note instruments the purcnl Company agreed, nmung other things. us to both the parent Com puny ami 
restrh:tcd subsidiaries, as defined, to limitations us to permissible outstn1Hibg furulnd debt uml suhordinntcd funded 
dt~bt und to a limitation on mortgngc debt cxt:opt as to after-acquired property. Further, the parent Company 
covcnnntt~d thnt it wouhl not make "restricted payments''. \\'hich term includes dividends orolhe:--cquity distributions 
plus invt~stment in mtrustriclcll subsidiaries (those not bound by the terms of tho loan agreement), ill I!Xt:css of stulml 
formula nmounts. Rctaim~d l'nrnings nf upproximately S26,000,000 as of Jununry 3. 1976 m·e un:cstrlcted by this 
prO\•isiun: the remainder is restricted. 

The loan agreement also contains limiting terms relating to snlr.s of the Company1s assets. mcrgr1·'io nml t:onsolida­
tions, and nlhrws the notcholdcrs to demand prepayment, ut pur, within 60 days of notice thnt~ durin:llhc lifetime of 
\-Vnrren E. Buffett, stock ownership in the pllrent Company by \Varrcn E. Uuffctt und the members nfhis immediate 
family~ including ccrtnin trusts and charitable organizations, has decreased to less than 15% of the outst.nnding cllpital 
stock of the parent Company. 

(13) Income Tnxes 
Nt~t rcCO\'t•rahlu incomu taxes credited to 1975 earnings represent a curnmt expense credit of S4.:na,O-l5 and n 

defmTed uxpcnsc credit of $525,014, composed of the following: 

Tutnls: 
Crud it (expense) npplicnble to opurnting loss . . . . . . 
(Chnrge) npplicnblc to equity in earnings of 13luc Chip Stamps 
Credit npplicublc to realized investment losses . • . . . 

Current credit (expense) npplicablc to: 
Operating loss . . . . . . . 
Dil'idends from Ulue Chip Stamps 
Rtmlizml investment losses 

Defurrud crud it (expense) npplicablu to: 
Chnngn in deferred insurance premium acquisition costs 
1\t:crctcd discount on tnx free bonds . • . . • • 
Undistributed inr.omQ of Blue Chip Stamps 
Cumulnli\'1! n_r.~retcd discoulit on !m.;; free bonds sold 
ll£mcfit of capitnlloss carryO\'Cr . . , . . . . 

Totul crud it (uxpcn•c) 
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u.s. 
Fcdcrol ----·-------

S4,52U,690 
(168,806) 

_y~lJ.Z76 
$4,969,580 

$3,857,690 
(22,900) 

__ Q~n.~7_6_ 
__'1,._444,560 

696,000 
(281,259) 
(145,9811) 
104,185 
152.074 

~.014 

$4,969J8.)1 

Forei,t.;n, 
slate und 

loco/ 

$(131,521) 

$(131,521) 

Tolnl 

54,:197,169 
(168,1186) 
6on.776 

-- ----·---
S4.1138,059 

·-··· -· 

s:-1,726,169 
(22,900) 

.!l~Q.776 

4~!=J.045 

696,000 
(281,259) 
(145.986) 
104,1115 
152,074 
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Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

A heron! tax twt loss of $146,494 was realized in 1975. A reconciliation of the tax credit from such net loss nt the 
statutory rate to tho above credit follows: 

Tnx cn~t.Iu ut 4U% statutory rnto 
lncrenst!s (dccronscs) resulting ;rom: 
Tnx~cxcmpt interest income 

• 85% dividends received credit: 
On dividends from unnffiliatcd companies 
On equity in earnings of Blue Chip Slumps 

10Ql!{, exclusion relating to equity in earnings of The Illinois Nalionnl Dank 
Cnpitnlloss rate differential (30% vs. 48%) 
Tnx benefit to unconsolidated subsidiary 
Other, net . , . . , . . . . • ~ 

Total tux credits . . . • • . 

/\mount 

s 70,000 

2,137,000 

978,000 
957,000 

1,656,000 
(520,000) 
(319,000) 

. (120,941) 

$4,83~059 

As of December 31,1975, tuxes paid and rccovernblc in the event of future operating losses wm·e minimal. Unused 
net opernting loss carryovers in acquired subsidiaries exist in tho amount of$2,600,VOO expiring in '1977. 1978 und 1979. 
These can only be offset against tuxnblc income earned by the ncquired subsidiaries, nnd any tnx benefits realized 
thurnfrom would be accounted for usn !'eduction of purchase price resulting in their amortization into income over n 
period not to exceed forty yours. 

Net recoverable income taxes credited to 1974 earnings were made up as follows: 

Totnls: 
Credit (charge) applicable to opcrnting enrnings . . . . , 
(Chnrge) applicable to equity in earnings of Blue Chip Stamps 
Credit applicable to realized investment losses . . . . . 

Currently recoverable (pnynblc): 
From net operating loss from insurance undcrwriUng and manufactur-

ing operations • , • • • • . • . . 
On dividends from Blue Chip Stamps 
From carryback of realized investment losses 

Total current • • . • • . • • . 

Deferred credit (expense): 
On equity in undistributed earnings of Blue Chip Stamps 
On net accreted discount on bonds . . . . . . . 
Credit for tax effect of reduction in deferred insurance premium acqui-

sition costs . . • . . . 
Total deferred 
Total income tax credits 

u.s. 
Federer! ---

$2,187,851 
(112,090) 
567,678 

$2,643,439 

51.842,483 
(20,290) 
567.678 

2,389,871 

(91,800) 
(75,632) 

421,000 
253,568 

$2,643,439 

Fomign, 
stnte om/ 

/ocol Total 

S(177,5:l0) $2,010,321 
(112,090) 
567,67~ 

$(177,530) $2,465,909 

$(177,530) $1,664,953 
(20,290) 
567,678 

(177,530) 2,212,34! 

(91,800) 
(75,632) 

421,000 
253,568 

5(177,530) $2,465,909 

Total net. income after tnking into account realized investment losses, but before income taxes, was $4,577.252. 
Income tax expense of npproximatcly $2,197,000 would. result if computed by applying the statutory U.S. Federal 
income tax rote of 48% to income before taxes. A reconciliation of the difference is os follo\\'S! 

18 

llerlo.shlre Hathawa)•lnc. 1975 Annu:~l Report to the Stockholders 



Berkshire Hathaway Inc. 
AND CONSOLIDATED SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

Tax expense at stntutory rntc 
Decreases {incl'cascs) resulting from: 

Tax-exempt interest income 
100% exclusion relating to equity in lmrnings of The lllinois National Bank 
05% dividends received credit: 

On dividends from unuffili;.lled companies . . . • , . . . . . 
On equity in earnings of Blue Chip Stumps . . • . • • . . • • 

Amortiz.ution of excess of cost over net assets of subsirlinry and in vestee (not deductible for tux 
purposes) . • . • • • . • . . 

Capital loss rate differential (30% vs. 48%) 
Tax benefits to unconsolidated subsidiary 
·r..-lisccllancous . . . . • . . . 

Total tax credits • • • • • . 

(H) "One-Bunk Holdinp ',ompany" Status 

/\mount 

$(2,197,000) 

2,082,000 
1,965,000 

1,065,000 
632,000 

{23~.000) 
(343,000) 
(620,000) 
111,909 

~,.165,90~ 

The Company i>· oank holding company under Fcdcrnllegislation enacted in 1970. It has filed with the Federal 
Reserve Doard an irrevocable election to divest of its holdings in The lllinois National Bank & Trust Co. of Rockford 
prior tc January 1, 1981. No detcrminntion hns been made us to how it will effect such divestiture, and so long as the 
Company controls the bank it is subject to the restrictions imposed upon it by the Bank Holding Company Act. 

(15) 11Snvings and Loan Holding Company" Status 
The Company, ns a result of its investment in Blue Chip Stamps which in turn holds controlling interest in a 

California savings and loan association. is a savings and loan holding company under the Savings and Loan Holding 
Company Amendments of 1967. As such, the Company is subject to the restrictions nnd regulatory requirements 
imposed upon it by the Sn1•ings and Loan Holding Company Act. 

(16) Subsectuent Event 
In early january 1976. National Fire& Murine Insurance Company acquired for approximately S2 million all of the 

outstanding capital stock of Kerkling Reinsurance Corporation ("Kcrkling"}, a Nebraska compuny cngngcd since its 
inception in 1970 in the underwriting of reinsurance risks. Its business has been derived essentially through the 
reinsurance department of Nalionnllnclcmnity Company. Kerkling's annual premium volume has been less than $1 
miiHon annually: its total assets nl December 311 1975 approximated $4 million. The purchase price for this corporation 
was book value, adjusted to generally accepted accounting principles. 

Inn related transaction on tho sumo dale, Berkshire Hatltuway lnr.. acquired substantially all of the other net ussets 
of Kcrkling's parent company. Those ncquhtd assets consisted of all of the ou!standing stock of Transportation 
Facilities, Inc., n corporation opcrath.E! a small insurance hl'tJkcrr~ge business, plus the net nsscts comprising n business 
engaged in the manufacture and sale of branded chemicnl prodt.1cls used in the automotive after market. The latter were 
acquired through a newly formod subsidiary of Berkshire Hathaway Inc., K & W Products. Inc. The acquired 
mnnufacturing facilities arc located in Los Angeles. California and Bloomington, Indiana; K & 'W products nrc solrl 
nntiom'ltidc. Sales volume of this business approximated r;2,5 million in 1975. Purchase price for these ussets approx· 
imated S2.25 million, of which upprox:mately S1 million was funded by issuance by Berkshire Hathaway Inc. of 9% 
installment promissory notes. The notes issued have maturities extending to 1987. 

(17) Litigation 
Thn company, together with a number of subsidiaries, officers, directors and employees of the Company nnd 

certain subsidiaries, was named ns a defendant in a lnwt.uit filed in mid 1975 alleging numerous causes of action and 
seeking damagr.s of several million dolhirs. Since the filing of the complaint, interrogatories have been served upon the 
plaintiff but the plaintiff hns refused to answer such interrogatories, has refused to testify in pretrial procecdingh 
rclaling to performance of certain of its obligations, and hns conducted no discovery in I his malter. In the: opinion of 
counsel for the Compnny,thc Company will not bc.niTcctcd materially by the final outcome of the proceeding. 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

BALANCE SHEETS 

ASSETS 
Investments- other than invnstmcnts in affiliates (notes 3 and 4): 

Bonds1 at amortized cost 
Preferred stocks- at cost 
Common stocks- at cost . . . . . . , . . . . 
U.S, Tt·easury Bills- at cost which approximatP.s zmu·kel 

Total investments- other than investments in affiliates 

Cash ..........• 
Investment in Blue Chip Stamps (note C) 
Accrued i:wcstment income . . . . 
Premiums receivable and agents' balances 
Rt:lnsurancc recoverable on paid losses 
Properly and equipment, at cost less accumulated depre-.ciation (note 9) 
Deferred premium ncquisition costs 
Recoverable Federal income taxes 
Other assets . . . . . . 

LIABILITIES, CAPITAL STOCK AND SURPLUS 
Losses and loss adjuslr.1enl expenses 
Unearned premiums . . . . . . 
Funds held under reinsurance treaties 
Deferred income tnxcs 
Other liabilities . . . . . . . 

Capital stock and surplus: 
Common stock of National Indemnity Company of $10 par value. Autho-

rized 750,000 shares; issued 550,000 shares • . . • . • . . . . 
Common stock of Notional Fire & Marine Insurance Company of $100 par 

value. Authorized 50,000 shares; issued 25,000 shares 
Paid-in surplus . . . . . . . . 
Unassigned surplus (note D) 

Total capital stock and surplus 

Sec acc:ompaoying notes to financial statements. 
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December 31, 

1S75 1974 

s 78,760,945 
2,558,275 

39,341,135 
13,912,843 

134,573.198 

2,000,940 
15,400,558 
1,649,292 
6,949,956 
4,520,912 
1,526,246 
2,950,000 
4,100,000 

387..403 
5174,058,50~ 

73,033,492 
22,344,290 
2,939,462 
2,472,002 
2,322,089 

103,111,335 

5,500,000 

2,500,000 
20,601,250 
42,345,920 

70,947,170 
5174,058,505 

5 71,530,651 
2,855,185 

50,669,865 
9,138,663 

134,194,364 

1,513,636 
14,370,9110 
1,438,492 
9,583,769 
2.459,093 
1,580,594 
4,400,000 
2,600,734 

196,560 
$172,338,222 
== 

72,761,097 
21,704,867 
2.857,284 
3,034,000 
1,750,074 

102,107,322 

5,500,000 

2,500,000 
20,601,250 
41,629,650 
70,230,900 

$172,338,222 



Berkshire Hathaway Inc. 
INSURANCE GROUP 

STATEMENTS OF INCOME AND UNASSIGNED SURPLUS 

Underwriting income: 
Premiums written 
Increase i·n unearned premiums 

Premiums r.arnnd 
Losses and claims 
L.uss adjustment expenses 
Underwriting expenses (note E) 

U ndPrwril ing ~ass 

Investment income: 
lnten•st on bonds • • . • • • . . . . 
Dividend~ on stock or unaffiliatt.~U companies 
Rent estate income 

Les..:; investment. expenses 
Net inVl!Slmcnt income 

Other expense 

Income (loss) before income taxes and ilcms below 

Applicable income tax credit (note F) 
Income be£orc items below 

Equity in earnings or Blue Chip Stamps 
Income bc£om .realized losses on invcslmtmts 

Realized loss on investments . • . . . . . • 
/\pplicablc income tax credit (note F) 

Net realized loss on investments (note G) 
Net unrealized appreciation (depreciation) in market values of pre· 

fcrrcd and common stocks of unaffiliated com ponies of$17,148,000 in 
1975 and ($4,356,000) in 1974 have not been included in the determi­
nation of net income. 

Net income 

Unassigned surplus at beginning of year 
Unassigned surplus at end of year 

Sec accompanying notes to financial statements. 
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Yeur E11ded 
Dr.ccmlwr :11. 

--------

1975 

$58,975,1:10 

~(639,'~~) 

58,33~,7_!]6 

39,285,324 
7,952,413 

~1.744,89_:1 

.. !!.U..~82,628 
(1(),040,922) 

6,036,808 
2,450,103 

~:2_87,:J_l,j 

8,780,225 
:138,!)18 ----- ···---

-~~~:!!~E!? 

121,451 ------·- ---

(2,327,066) 

3,924,'!_1Q 
1,597,3·14 

1,140,95a 
2,738,297 
~~-

(2,888,062) 

__ Qll6._035 

(2,022,027) 

716,270 

41,629,650 

~2.345,920 

1974 

$60,996,616 

(42~._8_1!7) 
_QQ,5_73.72!J 
311,015,906 

8,503,940 

--~Q..3-l5,744 
67,465,590 

(6,891,_861) 

5.103,54:1 
2,811,980 

286.307 
-~---

8,201,830 

. - 32~,0_:1_0 
7,879,820 

-----------

95,708 

1192,251 

2,184,761 

3,077,012 

_ __i91,985 

_ _!!.tl68,997 

(1,908,093) 

~-567,678 

jl_.:J40,415) 

2,528,582 

39,101,068 

$41,629,650 
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Berkshire Hathaway Inc. 
' INSURANCE GROUP 

STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Funds provided: 

From operations: 

Net income 

Charges (crmlils) to income not l'l~quiring (providing) funds: 

Equity in undistributed earnings of Blue Chip Stnmps 

Accretion of discount on bonds 

Depreciation 

Increase in unpaid losses and loss expense 

Increase in unearned premiums 

lncrensc in funds held undm· reinsurnncc treaties 

Dccrcnsc (incrcnsc) in agents' balances and premiums in course of 

collection . , • • , . . • . . . . • • . 

Increase in reinsurance recoverable on loss payments 

Dccrcn.."1c in dr.fcrrcd ucquisition costs 

D~Grl~nsc. in liability for income tn:o:cs 

Increase in ~ccovcrablc income taxes 

Other, net 

Funds provided from operations 

Ncl sale of investments 

Funds used; 

Purchase of furniture and equipment 

Net purchase of investments 

Increase in cash 

Net purchase (snle) of investments: 

U.S. Trensury Biils 

Bonds 

Preferred stocks 

Common stocks a{ unaffiliated companies 
Net cost of investments (sold) purchased 

Sec accompanying notes to financial statements. 
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Yenr mulod 
IJecmmher 31, 

1975 197~ 

$ 716,270 

(1,029,578) 

(384,2711) 

152,155 

272,395 

639,423 

82,178 

2,633,813 

(2,061,819) 

1.450,000 

(561,990) 

(1.499,266) 

170,3i2 

(136,603) 

579,667 

5,444 

$ 585,111 

97,807 

487,304 

$ 585,11! 

4,774,180 

6,846,016 

(296,910) 

(11,328,730) 

$ (5,444) 

s 2,520.502 

(65:1,706) 

(·142,153) 

147,n72 

11,085,329 

422,887 

1,539,079 

{2,691,992) 

{1,960,169) 

1140,000 

{705,670) 

(2,600,7!14) 

___ j_!l5,130) 

---4,86~,71" 
7,39-1,295 

123,394 

71222,624 

--- 48,277 

$ 7,394,295 

7,738,2211 

(1,985,521!) 

556,837 

913,087 

$ 7,222,624 



(J\) Note References 

Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS 
December 31, 1975 and 1974 

Numerit:al notr refcrtmces Url' to the notes lo consoBdlltecllinancial $lalnmunls of Berkshire llathaway Inc. tmd 
consolid,Jlr.d suhsidinrics. Note 1 to such stntcmcnts includes n summary of significant accounting policies nnd 
prnctict•s of tht• lnsu1·unc~ Group. 

(B) Bus is of Prcseotntion 
The finam:ial stntements of Berkshire Hathaway Inc.- lnsurnncr. Group include the accounts of whully·owncd 

subsidiaries or Ucrkshire Hathaway Inc. which nrc cngngcd in lire nnd casualty insurnncc unch~a·wrHing. The 
statements nrc presentl'll on a t;omhincd bnsis with significant intercompany trnnsnctions nml bnlnnct$ climi· 
natcd. und in (lCGordancr with gcncmlly nCG(!plcd accounting principh$ {GAAP) which differ in some respects 
from prineiplt•s prescribed or ptwmittt~d by insurance rt•gulatory authorities {sin tutory methods) in nccordanct! 
with which the r.ompanit~s mnintnin their records. A reconciliation of the aggregate capilnl stock und surplus 
{"Surplus ns n•gards Policyholders") as determined under the statutory method to that determined and reported 
herewith in aecordam:t) with GAAP is us follows: 

Statutory surplus as rE'gards policyholders . ~ . . . . . . . . . . • . . . 
Ext~ess of NAIG markt,~l \'•lhtations over cost \'aluntions of invP.slmcnts in cqttily securi-

ties (excluding stock of lllue Chip Stamps) . . . . . , . . . . . • . . . 
Excess of cost o\'r.r NAIC mnrkcl \'nluaUnns of invostmcnts in equity securities (cxnlud-

ing stoek of llhw Chip Stamps) , . , • • . . , . , , • • . . . . . . 
Excess of currying vuluc of hwcstmcnl in Blue Chip Stumps (determined under GAAP 

pursuant to thr t•quity method) o\'cr NAIC markut vnluntion 
Odt•rrNI insurance prcmium.ncquisition t~osts 
Exct$S statutory liability lm1~ n:scrvrs 
Netrm~O\'crabh~ from unnnthurizrd reinsurers 
Sundry nonadmittml nssrts • . . . . . 
Income tnx t!ITect und adjustments . • • . 

Capital stock uml surplus pl'r nccompunying financial stnlmncnts 

Stu tutory net income is reconciled to GAAP not income ns follows: 

Stntutory net inconw . . . . . . . . .. • • . . . • . . . . . • . • . 
Decrease in deferred acquisition costs . . . . . . . . . . . . . • . . . 
Equity in undistributed earnings or llluc Chip Stamps, net ofnmortizntion of excess cost 
Amortization of excess cost of investment in I -lome and Aulomobilc Insurance Company 
Income tax effects nnd adjustments . . . . . . 

Net income per nccompnnying 11nnncial stntcmcnts 
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Dcr.cn1hcr 31, 

1!175 1974 

$55,406,942 

{207,1119) 

9,216,289 
2,950,000 

75G,a.aa 
2,426,692 
2,930,725 
(2,472,00~) 

$70,94 7' 170 
-- --- . -·---

S:!7,20t.793 

16,449,675 

9.176,194 
4,400,000 
1,ll50,644 
1,708,012 
1,042,892 

_(1,678,310) 
$70,230,900 
----- --"-

1975 1974 

S1,t!H,693 
{1,450,000) 
1,029,579 

_ _(678,()02) 
s 716,270 

52,354,072 
(840.000) 
65:!,706 
(93,886) 

454,690 
--·· --~ 

Continued 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Gonlinur.d 

{C) Investment in llluu Chit> Stumps 

Tim inVl$\mcnt in Blm' Chip Stamps hr thn compcmh•s comprisinH the lnsuNm:~ Group rrpresl•nh•tl fJU9,4U:I 
shurt.•s, or approximatl'ly 19°;, or that l~OIUpi.lllY'S total outstanding shnrt~s Ill tlw t•nd or both 1975 tmd 1974. Th£' 
Cllrrying vnhw was c.nmpt·isml of thr following: 

Cost, rept'PSt'nlNI by: 
Undt'rlying rwl nssnt valm~s nl datt~s of m:quisition . • . . . . , 
Ex.et•ss t:osl, net of dmortizalion of51,7G·1,1Ul, '1975 and S1,2/!l,U53. 197-t 

l~quity in pusl·iu:quisition undistributNI Parnings ........ 

UPt~Pmlwr :11. 
w;s 197-1 

s 0.115.779 s 9,l15,7i9 
1.9:17.314 2.421,6~2 

n.osa.t~J3 n.5:t7.~21 
·1,:1-17,465 

$15,400,550 
2,033,559 

$14.370.900 

Tlw t!XL:l"SS cost O\'t'r undt'rlying IH!t usst'ls is being. amorlizt•tl un~r ci~ht yt'urs from tlw lmginning of 197.:!. 
Amorlizution cht1rgcs ngninst t~arnings of tlw Insurance Group wns $484.3!!8 in 1975 nnd $·104,100 in 1974. 

See alsu noh• G to t.:onsolidatetl financial stdtl•nwnts of llerkshirt• Huthawu~· In~;. und r.onsolidatrtl suhsitlinries. 

(D) Stockholders' Equity 

Surplus is rPstrktrd for di\'idcnd purpoSl'S hy tlw insuranct• dr.JMrlmt•nts of tlw stah•s in which lln• compnnit'S do 
husim•ss. 

(E) Underwriting Expunsus 

Till' following t'Xpnnscs llHldP up undrrwriling t•xpt~nses: 

Commissions und hrokrrng~ 
Salarit•s ,md other t:mnpl'llS.Itinn 
Tuxt•s, lit:cnses and ft•rs 
OthE'r undt~r\\1 l'iting rxplHlst•s 

Total statutory untll!rWriting t•xprnsl's 
Add dN:reast~ in dnfr.rrcd ucquisition costs 
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W75 197.J 

Sl~J.512,560 

a,U27,6U!l 
1.5011,145 
2.!!46.497 

20,29·1,891 
1.450,000 

s 1:1.01 0,!)77 
2.810.024 
l.a90,162 
!!,270,501 

19,505,';44 
11~0.000 

$21,744,891 520.3-15,744 

Gonlinucd 



Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Continued 

(F) Fcdcrallncumu Tnxes 
Ft~dl'rnl inconw tax t:rt~dlts {P.XJll'nse) nrt! mndc up of thtl following: 

Totals: 
Gredlt UJllllicablt! to opt!rtlling nnrnings . , . • . . . . 
(Chnrg<>) npplicnhlc to equity in earnings or Blue Chip Stumps 
Cn~dit npplir.nbh~ to realhwd im't•stmcnt losst!s 

Totnl credits • • . • • • • • • • • • • • • 

Curr('nt tux cn•dits nml (l~xpcnsc) relating to: 
Nt~l operating loss for tux purposes of insurance underwriting operations 
Di\'ldcnds rm:ei\•t•d [rom Uhm Chip Stamps 
Ret~lizt~d im•t•Htment gains (losst$) 

Tolnl current • • • • • • • • 

Drfcrn•dlnx credit nnd (expense) rein ling to: 
Equity in undistributed cnrnings or Ulue Chip Stumps 
1\ccrclml discount on bonds • • • • • , • • • 
Credit for lnx riTccl or rmhu:linn in deferred acquisition costs 
Ucncr.t of capital loss carryforward 

Tolnl deferred 
Total credits 

1!175 197·1 

$3,924.410 
(126,102) 

- 806,035 
$4,664.~4,3 

$:1,509,669 
(17,100) 

-009,770 
4_~1_02.~!-~~f' 

(109,002) 
(177,074) 
696,000 

~· ~~?!~~~ 
561,998 

$2;104,761 
(99,200) 

_jijl7,678 
S?.~l5:J,~3~ 

$1,1139,393 
(17,200) 
567,678 

~ -------
_2,389.871 

(82,000) 
(75,632) 
421,000 

263,368 --------· 
$_2,_65:1_,2:19 

Tolnl net loss nfler Inking into nccounl rcnlized invcslmonllosscs, but before income lnxcs, wns$3,948,073 for 1975 
nnd $124,657 for 1974.1ncomc lnx credits ofnpproximnlely$1,1195,000 for 1975 and $60,000 for1974 would result if 
computed by npplying the statutory U. S. Federal income tax rate of 48% to such losses before lnXlJS. A 
reconciliation of tlw differences is ns ful1ows: 

Tnx credits nt statutory rntc . , ~ . . . 
Increase (reduction) in credits resulting [rom: 

·Tnx·cxcmpt interest . , , .. . . . 
85% dividends rccciVfHI credit relating to: 

Dividends received from unnffilintcd companies 
Equity in earnings of Blue Chip Stamps , • • 

Amortizution of excess of cost over net nsscts of subsidiary nnd in vestee (not dcduc· 
lible for lnx purposes) 

Tnx benefit to affilinle 
Cnpilnlloss lax rate dJ.ITcrential 
Miscellaneous 

Total credits 
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1975 

$1,1195,000 

2,137,000 

978,000 
715,000 

(232,000) 
(319,000) 
(520,000) 

10,343 
$4,064,343 

1974 

s 60,000 

2,082,000 

1,065,000 
561,000 

(277,000) 
(620,000) 
(343,000} 
125,239 

$2,653,239 

Continued 
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Berkshire Hathaway Inc. 
INSURANCE GROUP 

NOTES TO FINANCIAL STATEMENTS, Continued 

(G) Investment Guins nnd l.ussus 
,, S\111\11\i.lrY nr rt~illi7.Nl and Ulll't!i.lliZPd itwestnwnt gil ins (IOSSl'S) for Hl75 iHHl 1974 is as follows: 

1975 

Gross 
tlpplicubln 

tux Net lJ n l'culizud 
Unntls s 239,0~1 s (71.712) s 167,329 s 
Pn~ft'rn~d stocks :m,4so (11,535) 19,915 1,044,000 
Gummon stocks (3.155.553} H4li!202 (2,209,271) 16,10~,00() 

S (2,UIIB,062) $1!66,0!15 $_ (2,9_2?!_Q27) SJ7,14~.ooq 

1!17·1 
tip plicuhle 

Gross tux Net Unrcnlizcd 
Bonds s 91,817 s (~7.317) s 64,500 s 
Pn•fl'l'tNI stuc:ks (1!18,579) 41,229 (97,:150) (901,000) 
(;nmmon stnt:ks (1,1161,331) 553,766 (l,3Q'l.565) _(:1,455,00_(1) 

s (1,9011,093) $567,6711 s (1,340,415) Sl4,!1§~Qll_O) 
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PBAT, ~lAHWICIC ~hTcHBLr. & Co. 
C'EH'rll'llm l'Flll.IC' ACC0l'NTANTS 

~00 Wl:':ST S'fATB !-iTH.lO:t~·.r. St711'E 700 

llOC'I\FOIW, ILI.!NOlS 01101 

The Board of Directors 
The Illinois National dank & 

Trust Co. of Rockford: 

He have examined the consolidated balance sheets of the Illinois Nationa.l 
Bank & Trust Co. of Rockford and subsidiary as of December 31, 1975 and 
1974 and the related consolidated statements of earnings, changes in 
stockholders' equity and changes in finandal position for the years then 
ended. Cur examination was made in accordance with generally accepted 
auditing standards, and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in 
the circumstances. 

In our opinion, the aforementioned consolidated financial statements present 
fairly the financial position of the Illinois. National Bank & Trust Co. of 
Rockford and subsidiary at December 31, 1975 and 1974 and the results of 
their operations and changes in their financial position for the years then 
ended, in conformity with generally accepted accounting principles applied 
on a consistent basis. 

January 14, 1976 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED BALANCE SHEETS 

IJm:cmhcr 31, 

Cash imt.l due from hanks 
ln\'cstuwnt Sl'Curit i{~S {nolt! 2}: 

UnilNI Shill's Gon!l'llment obligations 
Unilt•d Staltm Governnwnt agcm:h!s 
Obligill inns of statrs and political subdivisions 
Otht'r sct:urit ics-

Fcdt•rnl funds sold 
Loans (nolt•s 3 null 6) • . . • • 
llnnk premises und equipnwnt (note 4) 
i\c.:crurd interest rccni\'ilblc 
Olht•r nsscts • , • • • • • , , 

ASSETS 

LIAniLITIES AND STOCKHOLDERS' EQUITY 
Liabilities: 

Demand deposits 
Time deposits 

Total deposits 
Federal funds purchmwd 
Accrm•d taxes nnd ather linbilitics (notes 5 nnd 6) 

Tntalliabililics , , . . . . . . . 

Stockholders' equity: 
Common stot~k of $20 pnr value. Authorized nml issued 250,000 shu res 
Surplus • , , , . . 
Undivided profits (note 6) 
Rcscrvn for contingencies 

Total stockholders' equity 

.• 

1975 1974 

s 18,797,271 

24,180,903 

15,576.778 

46.769,523 
4,327,1108 

58,001,252 
900,li20 

2,040,487 

-- SI~.00_3 
81_71 ,255~_:11 

s 53.477,577 

_n_~l .. ~~!·~~~ 
146,978,902 

1,000,000 

__ 1_,303,:121 
149,282.324 

5,000,000 
5,000,000 

10,972,007 

_ __2.ool,OOQ 
_E,9_7~fliJ.i: 

$171,255,331 
=-=--~::.o"."o.,;-;;;: 

s 21.5·l:J.577 

565,107 
10,050,1'13 

45,857,6!111 
:1,1145,970 

5,000,000 

70,133,624 
1,008,749 
1,812,021 

--~·Q~4Ji.o45 
8160,801,444 
~..;::- ----==-----':- ::_ 

s 53,177.813 

- 05,f!!li·~~~ 
138,097,0311 

___ 1,222.~? 
_1_39,919,7i'§ 

5,000,000 

5,000,000 

9,940,069 

~1,0_!1}.._000 

20,94:1,0~9 

~1_6D,861.4_4,<1 

Sec nccompnnying notes to consolidntcd finoncinl statements of honk o;ubsirHury. 

28 

llt•t"kshtre II.Uhtlwa)·lnc. 197S Annual Retmtllo lhu Stn~":l.holdt•l'll 



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF EARNINGS 

Y1mrs t:~~l~c!_ Dm:mnbcr :u. 

OpP!\tting int:tHnt': 
lnhm~sl ilntl fut•s un loans 
Income nn Fedm•al funds sold 
lnlt~rest anti divich~ncls on: 

trnitrd Sli.lh~s Governmrnt obligations 
lYnitt'd Stairs Govornnwnl ~~~wncit•s 
(lhligatiuns nf stall's ~md polilkal subdivisions 
<ltlwr st'l:urilil•s and tinw deposits 

Tut;Jl inh•n•st inc:onm 
Trust fees 
SC!rvit:r. cht1rges on deposit uccuunts 
Otlwr . . . • . 

Tot ill opl'rnling int~omc 

Opcr,tting t•xpenst•s; 
lnlcrt~sl on deposits 
lntt•rest un hurruwNl monPy 

Tot ttl inlt•n•sl 
Sillttrit•s . . . . . . • 
Emp!oy"o lll'nefils (note 7) 
Ocaa<Jl<lO<:y, nel (nutr 4) 
Furniture ami equipment (notn -1) 
Pro\'ision for loan losses (noh~ 6) 
Olh<'r . . . • . • . . . 

Toti.tl upt•r.tting nxpenst~s 

Earnin~s lwfore income lttXl!S and st~curitics gains 
Applicable inconw taxPs, net (nott! 5} • • . . • . . • , 

Earnings bC'fore SCGUI'ilit•s wlins • • • • . • 
SnGurilics gains, net nf rrlated ti.lXl'S of $2,185 in 1975 und $7,mH in 1974 (note 5} 

Not earnings ................... 
Enrntngs prr shar~: 

Earnings before securities gains 
HPCUI'ilies gains 
Net earnings . . . . . , • 

1975 197~ 

s 5.711.1126 s 6,607,862 
213,649 361,452 

700,630 42,980 
913,779 898,579 

2,i96,479 2,797,632 

460,635 28<1,283 
------- -·-·-

10,796,996 10,992,794 
503,171! 434,201 
133,645 139,060 

--- 5!J3,22_~ - - 55_9,57~ 
-~~.Ql~.p50 _1_2,125,6:13 

5,190,802 4,954,302 

---- --3,79_5 ~~1_'1,:1_06 

5,194,597 4,9611,408 
1,642,956 1,551,511 

292,981 246.573 
246,770 257,229 

2·16,233 2411,078 
1'1,900 19,300 

766,_203 __ 59;!,44~ 

11,·101~64Q _7,_118:1~~42 

3,615.410 4,242,091 

136,502 - _ __2_20,256 

3,478,9011 <1,021,835 
52,430 168,022 

--------~-

~_3,5~_},}:l!l s ~.109,857 

$13.92 $16.09 

.21 .67 

~~-~-13 $16.76 

Sec nt·compcmying note<; to consolidated [inoncinl stolnmcnts of bonk suhsidiory, 
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Berkshire Hathaway inc. 
BANK SUBSIDJARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY 

Onlam:r•, DccPmlwt• 31, 197a •.............• 
.N1•t earnings •....................... 
C;1sh dividends- $'11 pl~r sharr> •....•.. 

Bulance, Dccemlwr 31. "19~4 ...•..•.•....•. 
Net t:\arnings .•............•..•...... 
Cash dividends- S'lO per shart' ....... . 

Bulant:e, Deccmlwr ~n. 1975 ..•... , ..•...•• 

Gommnn 
stocll 

$5,000.000 

5,000,000 

$5,000,000 

Surplus 

$5.000,000 

5,000,000 

$5.000,000 

lJndh·ided 
p•·o[ils Husorvn for 
(note 6) cnn tinger_lci!~S 

s o.r.OO.tl12 $1,001.000 
4,189,H57 

(2,750,000) 

9.940,669 1,001,000 
3,531,338 

(2.500,000) 
510.972,007 51.001,000 

Scm ma:mnpnnying no{(m to consolidated financial statements of bunk subsilliary. 

CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION 

Funds provided: 
From operations: 

Nctcarnings . . • . . • . . . . . . . 
Depreciation (including direct leased equipment) 
Provision for loan losses 
Deferred income luxes 

Provided from operations 
Increase in: 

Deposits • . . . • . 
Federal funds purchased 

Dccrtmsc in: 
Loans . . . . . 
Federal funds sold 
Investment securities 
Cash and due from bunks 

Other, net • • . . . . . 
Total funds provided 

Funds used: 
Increase in earning assets: 

Louns • . . • . 
Federal funds sold 
Investment securities 

Additions to bank premises ond equipment, net 
Increase in direct lensed equipment 
Cash dividends 
Other, net . . . , . 

Total funds used 

Years ended 
____ _p!:c~!l~r 3_1_, ____ _ 

1975 1974 . . 

s 3,531,336 
210,303 

11.900 
____ 5~.63_~ 
:;,807,174 

6,261,864 
1.000,000 

12,040,472 
5,000,000 

2,7.J6,306 

-~3.376 
$33,159,192 

30,536,264 
79,428 
43,500 

2,500,000 

s 4,169,857 
240,711 

19,:100 
__ 236,9_1!' 

4.686,765 

1,530,545 

2,106,915 
5,140,076 

$13,464,321 

4,865,062 
5,000,000 

44,891 

2,750,000 
_804,:!_6_1! 

$13,46~3~ 

Sec accompanying notes to consolidated financial statements of bank subsidiary. 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUUSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
Dt•t:t•mlwr 31, 10/'5 aml1074 

(1) Signific;ant Accounting Policic~ 
The tHa:utlnhng pnlidf's nl' The Illinois Nnliond Bank ~ Trust Gn. of Roc;kford (a 97.7u_;, owned subsidiary of 

BPrk:;hin• I !(tthawuy Ine.) ami it~ whoHy~uwned subsidiary, llrown Building Corporation. conform to grmernlly 
m:ceplt~d ,H:t:uunting prim:iplt•s untl to }!l'nCI'ill pro.wtic:t~ within the banking industry. Tlu.• following is n description or 
tl :~ murt> signifl(~s.nt m:t;nuntinn puhdt•s: 

t '••ti~Uiidt~ tiun 
Tlw cnnsuhd,tlt•tl fin,nwi.tl statements include those of the Bank and ils wholly·nwned subsidiary. All sigl'ificant 

inh•rcumpdllY lr<Hl!'illdiuns lll't! eliminated in cons()lidation. 

111\'t':;lrtlt'nl t;,•,:u ritit•s 
ln\·t•t.tnwnt s.t•curihPs '~rt• stutetl at cost, .uljuslNl for amortization of llfl~mimn. Accrrlion of discount is not 

n·fledPd in thl' .u:nnnp.mying statements and wnulcl not lw materi1.1l. Gains or losses on sales of in\'cstmcnt 
S.l'(;Ufil i~s illl' fPcugnizmf unly Upon nmlizulton and Ul'l' shown SHfHll'ilteJy in tlW SlHIOIDCillS of t~arnings, 

Cnnsunwr c:n~dil l.nun~ 
CunsutnPl' credit lot~ns art• .1-l,elwr.tlly made una discount basis. Unearned discount is tnkcn into earnings ovm the 

tt•rms uf tlw n•spt•chn• hHms usin~ i.l mrthod that approximates straight-line. 

Bunl1. Pn·misw; und EcJUipnmnl 
Bank preml"il'S tUHJ Pqttipnwnl al'l' st.th~d nt cost Jess m.:cumulated dt!predntiun. Depreciation is c:ornputed on the 

'ilruight-lim• nwthml fur huilding and autumn hiles, and on an neGr.lcrnted method for impro\'r.mcnts and other 
t>quipnwnt. RiltPs o£ tlt>prt~dalitm arl' has<'d on thn fullowinJt: buildings, 40 ycurs: improvmnent.:; and other 
PqUipnwnt. :1~B years. 

Costs u[ nMjor m.ldil ions tllld imprm·t•nwnts art~ cnpitalized. Expenditures for mnintt•nnncc nnd repuirs .;.tre 
thargrd agilinsl opt•ralinns <Hi inCUITPd. 

Jn1;umt• 'fuxt:s 

Tlw Uank utilizt~s 1111• accrual OtPihnd of m:t:ounling for finuncial reporting purposes. hut determines current 
ldXilhlt• inconw on;~ t:nsh hasis. ln\'r.stmenl tax crmiils are trcalud as a reduction of tlw pro\'ision for Federal 
income laxPs in tlw yeaL' n•alizmi. 

Pro\'ision for nnd HPsnr I! fnr Loon l.nssps 
Tlw provision for loan losst's is based on past loan loss experience, mnnagcmenl'snvalunlinn of the loun portfolio 

und1~r current cc:onomic coruJitions, and such other factors as in mnnagemtml1
S bcsl judgment, deserve current 

r!'cognilion in· estimating loan losses. 

(2) lnvcstmnnl Securities 
•\ summary nf inn'stmcnls hy major classifications is as follow!i: 

U.S. Government-direct 
ll. S. Gnvernment-agnncics 
Stat£! and lot:til munii;ipalitit~s 
Olhm· . . . . . . . . 

Qec. 31!.J!!?5 
(In thousands) 

Par Boo I< 
vulue vuhw 

$24,565 $24.181 
15.550 15,577 
47.680 4!l,769 

li.029 4.327 

$9:J.B~ $90,654 
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Market 
value 

$24,450 
15,605 
44,474 

•1,252 
$08,767 

Dec. 31, 1974 

(In thousands) 
Par Book Mnrkcl 

vnluo value vnluc 

$ 565 s 565 s 567 
10,050 i0,050 lD,066 
46.474 45,858 43,778 

4,312 3,846 .. _J,.ii.?.Q 
oc~~}!~.£!1 $~~}~1~ $57.961 



Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

The m<H'kct value decline in investment securities is considen•d to bna temporary condition, in view of the fact that 
managemenl pl'csentlyintcnds to hold the securities to maturity or until any loss recognized would notmnlerially atTect 
lhP rost1lts of opcr·ations. 

Invcslment securities with a book vnluc of $7,552,917 and 57,575,779 at December 31. 1975 uncl1974, t•cspcctivcly, 
were pledged to secure pubLc deposils nnd for other purposes. 

(3) Loans 

A summnry of the muj.Jr classifications of loans at December 31, 1975 and 1974 is as follows; 

Commcrcinlloans . . . . . . . . . . . • , . . . . . • . . . . 
Consumel'l:redit lot;"<ns {less unearned discount of S2,28G,77G in 1975 and $2,722,089 

in 1974) 
Floor plan loans 
Real estate loans 

Less nllowance for loan losses 

(4) Bank Premises and Equipment 

1975 

S27,331,1l10 

12,179.579 
5,701,508 

~576,010 

1iU,783,937 
707,735 

--·····-------. 
$53,001,252 
-·- -~------------ ··-. 

1974 

$35.706,525 

15,042,339 
6,211,502 

_!3,393, 176 
70,853,542 

- 2!iJ,918 
$70!_1_:3~,6~ 

Dank premises and equipment nrc recorded at cost less accumulated depreciation ofS1,995,:H1 and $1,919,822 at 
December 31, 1975 and 1974, respectively. Depreciation expense lolaled $109,324 for 1975 and SH6.?76 for 1974. 

{5} Income Taxes 
Accrued taxes and other liabilities in the accompnnying balance shcrts include deferred taxes of $596,502 and 

$542,800 at December Jl, 1975 anc11974, respcctivrly. Such deferred taxes result from timing differences arising from 
rcp~>rl.ing taxable income on the cnsh basis. The Bank and its subsidiary join in the filing of u consolidated Fcdernl 
income lax return with the parent t:ornpany, Berkshim Hathaway Inc. The tn~: benefit of deductiOns by the parent has 
Lwcu passed to the Bank, as shtl\Vn in the followi,:g schedules. 

T<Jxes applicable to net earnings were as follows: 

Tax provision applicable to Pnrnir.g~ before securities gains 
Tax provision applicable tr ~ecuritics gains 

I.ess tax btmefit from parent corporation applicHble to: 
Earnmgs before securities guins 
Securities gains . . . . . . . . . . . . 

Applicable inconw taxes, net 
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1975 

$431,607 
25,867 ---

457,534 
.-~---

295,165 
-~3,611_2 

_3!Q,Il_4!: 
$13~,637 

1974 

$759,929 
... _lliJ,380 
_ _84B,3[)g 

539,673 
81,379 ---

621,052 

§~7,2_5~ 



Berkshire Hathaway Inc, 
BANK SUBSIDIARY 

The Illinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

The components of consolidated income tax expensC! arc us follows: 

Current income taxes: 
Fed ural 

Less tax benefit from parent applicable to: 
Taxes currently payable . . . . . . . . . . 
Recovery of prior taxes paid through net operating loss carryback 

Totul benefit from parent 

State 
Total current income taxes 

Deferred income taxes: 
Federal , , . , 
Slate 

Tot'nl defm·rcd income taxes 
Applicable income taxes, net 

1975 1974 

$3'14,523 $466,701 

314,523 486,701 

____:!d2_'! 134.~! 
_ _B8,647 621,052 

(4,324) (134,351) 
__jl9_,_3 7 8 _]24,691 
_85,054 _(9,660) 

60,517 222,635 
(6,884) _1~,282 

------.3.63 3 236,917 
$138,687 $227,257 

=----== 

The sources of timing differences resulting in deferred income taxes and the tax effect of each were as follows: 

1975 1974 

Accrund earnings and expense not reported for income tax purposes until collected 
or paid, net . . . . . . . . . . . . . . . . . . . . . . . . s 59,593 $185.795 

Loan_ loss deductions for tax purposes in excess of (less than) that pruvided roe 
finnncial rnporling purposes . . . . . . . . . . . , , . . . . . _(5_~) 51,122 

s 53,6~~ .S23G,9~ 

The total income lax expense for1975' amounted Ia $138,687, an effective rate o£3.8%($227.257 and 5.1% in 1974}. The 
reasons for the difference between the effective tax rate and the corporate Fcdcrul income tux rate of4B% urc as follows: 

Tax expense at statutory rate . . . , . 
Increase (reduction) in taxes L'Csulting from: 

Tax-exempt interest . . . . . . 
Slate income la'xcs, net of Fcdcrnl income 

tnx benefits 
Tax benefit from parent 
Other-not , , . . 

Actual tnx expense 

~moun! 

$1,761,612 

(1,342,310) 

42,896 
(318,847) 

~(4,664} 

~~ 138,687 

1975 

Percent 
of pr~lax 
-~llll_~ 

46,0% 

(36.6) 

'1.2 
(8.7) 

..J:!) 
3.8% --

1974 

Percent 
of pre! ax 

Amount. _eornin~ ---
$2,120,215 48.0% 

(1,342,863) (:)0.4) 

72.266 1.6 
(621,052) (14.1) 

- (1,309) 
s 227,2~ 5.1 1Yo --

It is not r.x'"Jlected that the cnsh outlay .for income taxes for any year through 1978 will exceed the income tax 
expense for such year. 
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Berkshire Hathaway Inc. 
BANK SUBSIDIARY 

The !Uinois National Bank & Trust Co. of Rockford 
AND SUBSIDIARY 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, Continued 

(6) Allownncc for L(lnn Losses 

Fo1• the years cndml December :n. H175 uml Ul74, tlu~rt~ nrro c:ertnin changes in the method of presenting loans and 
llw allowant:c foa· loan losses for financial stntcmcnt purposes. Prior to stu:h dates lim valuation portion of the 
ullowunr.e for loan losses was included with the d1~fcrrcd lax and contingency portion oft he allowunccnnd shown with 
liabilities. At Dm:cmb~JI' 31, 1975 and 197-l,louns nrestatml net of the valuation porlion of the allowance for loan lassos, 
the deferred tax portion ($21 t,543 for 1975 and $217,50!1 for 1974) has been included in uther liabilities nnd the 
contingency portion {$307,!102 for 1975 and $313,742 for 1974) hns been included in undivided profits. 

The following is n summary of activity in the valuation portion of the nllowanc:e for lonn losses: 

Balance nt beginning of year . . . . . 
Recoveries on loans previouslr churgcd off 
Provision for loan losses 

Less loans charged off 
Bnlnnce nl end of year 

(7) Pension nnd Prnfil-Shnring Plan 

1975 

5719,910 
27,179 
11.900 

758,997 
51,262 

$707,7_3~ 
---· 

1974 

$734,495 
7,299 

_ _:19,300 
761,094 

___ 41,176 

E~9,9J8 

The l3nnk has a noncontributory pension plan and a profit-sharing plan for all officm·s nnd employees with two full 
years of sca·vicc. Based upon the most rl:!ccnt ac:tuarial report uvnilable (as of January 1, 1975), the pension fund assets 
exceeded the nctunrial computed value of \'cstcd benefits nnd there was no unfundl•d past sm·vicc cost liability. The 
Uank's policy is lo fund pension costs dS accrued. The total expense was S150,351 for 1075 and 5128,247 for 1974. 

The effect of the Retirement Income St!GUrily Act of 1974 on the Bunk's pension expense provision nnd unfunded 
vested benefits, ifuny, has not been determinr.d, and it is management's opinion that such effect will not be material to 
future ycors' curnings. 
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Berkshire Hathaway Inc. 

LINES OF BUSINESS 

Sources of Revenues: 
Revenues t·ene.:led inlhe consolidate<! financial statements include those ft·om ('1} premiums earnings 

and investment income of the Insurance Croup, plus (2} sales revenues from the textile business plus n 
minm· nmounl of invcslmenl income of the IHH'enl company. The following !able summarizes lhe total 
revenues derived from these two categories I'm· I he past five years, in lhousnnds of dollars: 

1971 1972 197:1 1974 1975 

lnsut·ancc 566,050 500,550 $60,526 5 00,770 567,116 
Textile ~ _26.092 __.E,772 33,479 32,706_ __ _il3,259 

$92,142 594.3_2~ _§>94,()0~ ~~01,405_ J_!:00,37_1;_ 

Sources of Net Earnings: 
The unconsolidated bunk subsidiary and the investment in Blue Chip Stamps represent additional 

significnnt sources of income for I he Company. Sources of total net enrnings on a pt·e-tax basis with tolallax 
effects In the Company nnd its consolidated subsidinrics renectcd as n separate item, were as follows for the 
pnst five years: 

(Thousnnds of Dollars) 
1971 1!l72 197.1 1974 1!J75 

fnSUi'UilGC $6,372 $10,701 $10,249 $ 892 $(2,327} 
Tcxlile 233 1,697 2,637 2,660 1,715 
Unconsolidated bnnk subsidinry 2,l92 2,700 2,702 4,09:1 3,450 
lllue Chip Stamps 00 142 1,124 1,'164 2,172 
lnlercst and cm·porntc. adminlsh·nt.ivo 
. expenses . (64!l) (770} (1,966} (2,324) (2,268} 

Realized investment gain (loss) 1,028 '1,359 l.a31 (1,908) (2,880) 
Total pro·tnx income 9,245 15,029 16,357 4,577 (146) 

Less: Tolal income I axes (crmlils) 1,559 3,7q:J_ 3,497 (2,466) - (4,830) 
Net Earnings . $7,686 $12.'126 $12,060 $ 7,043 $ 4,692 
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Berkshire Hathaway Inc. 

FIVE YEAR SUMMARY OF OPERATIONS 

1971 1972 1973 1117·1 
(Dullurs in lhousnnds, UXCf:pt fWr shorn umounts) 

Insurance premiums written 
!nsurancn premiums cnrncd 
N~.!t stiles of textile products 
lnta~rcst nnd divhlcntl income 

$66,455 

60,867 

20,011 

5,0·13 

$57,950 

59,027 

27.742 

6,6411 

$50,372 560,997 
52,929 60,474 
:!:!,411 a2,so2 

7,376 8,030 

1075 

558,!175 

58,3:1G 

32,8113 

11,918 

---~ --------· -----------

Insuranr.o untlm·writing gnin (loss) 
Gross prufil from sulcs of tnxtih: products 
Interest t~xpcnsc . • . . . . . . . 
Income tuxes (credit) npplicnblc to insurance 

undt!rwriling and tuxtno operations 

1,409 

2,566 

595 

"1,245 

4,284 

4,0!17 

584 

3,241 

3,:i19 (6,!lH2) (10,04?) 
5,105 5,163 4,599 
1,605 1,718 1,845 

2,979 (2,010) (4,141) 

·-------------------------------- ----------------------
Net earnings from insurnm:c underwriting 

nnd tc;~tilc operations • , • . . . , 
Equity in net cnrninss of bunk subsidiary 
Equity in net LHH'nings of Blue Chip Stamps 

Earnings before realized investment gnins 
(lassos) and extraordinary items 

Rcrtlizcd investment ga'ins (lossl•s) nQl of in­
come luxes 

Net curnings 

Avcrngc shares outstanding 
Pur shtlrc: 

Earnings bcforn realized invnslmcnt gains 
{losses) nnd t:xtruorc.linnry items 

Not cnrnings . . • • • • . • • . 

4,712 8,387 6,141 :J,239 1,261 
2,192 2,700 2,782 4,093 3,450 

63 111 "1,008 1,052 2,003 
---~--- --------~--------------------·---------

6,91l7 11,198 11,931 11,38:J 6,Y14 

719 92!1 929 (1,340) (2,022) 
7,606 12,126 12,660 7,043 4,692 

979,569 979,569 979,569 979,569 979,569 

$7,11 $11.43 $12.13 56.56 56.85 
7.85 12.38 13.13 7.19 4.79 

----· 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE SUMMARY OF OPERATIONS 

lnsurnn~e Premiums Enrncd nnd lnsurunce Underwriting Gnin (Loss) 

Combined loss and expense ratios (which ru·e the sum llfthc ratio of losses nnd loss expenses incu1-red to 
p1·cmiums earned plus the mtio ol' underwriting expenses, on n statutory basis, to premiums written) have 
been as f1>llows for the Insurance Group for the past five years. 

NgT 1'/lEMIIIMS I!IITIOS Gurnhii1ml 
l.ossus u n d Undnrwriling Loss ontl 

Wrilten gurnmf l.uss ildj. F.xp.l J~XJll!fUWS/ f~:qwnse 
(In lhuusnnds) gnrnnd Prmn. \Vritlcn Prmn. llutin 

1971 $06.455 $60,UG7 07.0 30.1 97.1 
1972 57,950 mMi27 02.0 29.7 91.7 
l97:l 50,372 52,929 62.0 32.5 H4.5 
1974 60,997 60,574 77.0 :12.0 109.8 
1975 56,975 58.336 111.0 !l4.4 115.4 

The comb\ncrl!oss and expense ratio is tho trnd it ionalmeasul·e of undcrwl'iling l'esults of property nnd 
casualty companies. ln any your when that ratio exceeds 100. it generully indicates thnt unprofitable 
business has huon undCI'Writtcn. 

The following table sets forth the nul premiums written and earned by the Insurance GI'Oup in ench of 
tho past three years: 

Opcrutionol tlrcn 197:1 197·1 1!}75 

Specinlized Auto, Gcncml 
(Tiwusonds of Oullurs) 

Linbility and Other('!) • \<Vi'illen $28,617 $30,738 $:17,860 
Earned 29,96fl :i4A36 36,'144 

Rcinsurnncc(2) .Written 10,184 12,204 9,89!J 
Enrned n.996 121936 10,18B 

Urhnn Auto(:J) . W1·itten 6,571 0,613 3,072 
Earned 6,120 7,902 3,332 

Home State Compnnics(4) .WI'illen 5,000 5,442 8,150 
En rued 4,844 5,298 6,672 

Totals .WI'illcn $50,372 $60,997 $58,975 
Em·ncd S,!!_g,!)~9 .~~.§~ ~~5~~.3~3_(1 

(l) Nnlionallndt~mnity Company und Nutionnl Firn & Murine lnsurnnt:e Compnny lnss the Rcinsurnncc Dopnrt .. 
mcnt or Nutionnllntlemnity. 

(2) Reinsurnnm\ Dcpnrhmmt or Nntionnll ndcmnity. 

(:l) llonw anc.l Automobile Insurance Compnny. 

(•I) Corpornlions organized in tlw jurisdiclions or Ncbrnskn, Minnesota, Tm:as nnd lawn underwt·iHng stnndnrd 
and prnfm·rcd clnsses of fire nnd cnsunlty insuruncn in thuscstntcs. 
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MANAGEMENT'S DISCUSSION, Continued 

Tho total underwriting gain or• loss for the Insurance Group for tho pnsllhwr yours is shown in tlw 
following table: 

n·lwusunds u(!Jol/urs) 
197:1 11174 1975 

Slntulory Gtli\1' Stulutnrl' Gt\t\1' Stutulory Gi\t\1' 

Specialized uuto, general linbilily 
nnd othm· $4,62:1 $4.'109 $(2,1'19) S('l,!l:m) $(5,201) s (6.720) 

Rcinsurarn:c 715 353 (1,470) (2,0Gil) (1,!155) (2,194) 
Urban 1\uto (834) (870) (1,761) (2,18:1) (941) (040) 
Home Stale lB01) _ tsn5) _t702) J?02) _(:l_,lOO) (077) 

$3,70:1 $3,319 S\U,o5~) :StG~892) $(!1,197) $_(10,647) 
------ ------

The only dilfer·em:tJ between tim Statutory and GAAP underwriting results is the chunge in nmounl of 
pr·emium m:quisition r:osts (underwriting expenses, i.e .. commissions, etc.) whil:h is deferred under Gt\AP. 
In each of the abm•n yem·s, the amount of such cost,; dctorr·ed at yen r-end decreased from the preceding 
year-end. The dtJcrcases were generally in expectation of unfavorublc underwriting results from ccr·tain 
pm·tions of the in-fm·cc IJOok of business. 

The premium rules nt which llerkshire's Insurance Group, and, indeed. the entire properly and cnsunll~· 
insurance industt·y. wrote its business in 1973, '1974 and 1975 were inmlequute; rule increases did not keep 
puce with rates or inllation. !loth monetary inllution und social inllntion IHl\"c impucted insurers. Socinl 
inllation is used here to mwompnss both higher nnd relatively more frequent jury nwnnls to claimants as 
well ns increased crime rates which incrense the frequency of pr·operly loss claims. 

The lrmlitionnl businesses of Nalionnllndemnily nnd Nutionnll'ire nnd Murine. us well ns llm·kshire"s 
reinsurance business m·e prcpondcrantlycnsunlty type businesses. In casually lines, losses incurt'ed repr·e­
senl large!;• those of lhird·tMrtics (ns opposed to "firsl-pnrly" losses. i. c., those sustained directly by the 
insured). l'or cusualty business. the elapsed lime between writing of coverages nnd settlement of claims 
tends to be longer than that for property !h>~$ oi insurance. As n result. cnsunlty undcrwr·iting loss r·atios 
suffer more in high!;• inllnlionnr;• times thfin do the ratios fm· property lines underwriting. 

The ven\uru by Home nnd Automobile Insurance Company into Florida rcsullml in the extremely high 
losses in 1974, in relation to earned premiums, of the Urban Auto business. In the traditional Cook County, 
Illinois business, rnte incr<!nscs were el'fected in both '1974 and 1975; premium volume (nnd thus, loss 
exposure} declined signifi<mntly but loss ratios did not. Home and Auto's manngomont. rules, and un­
derwriting practices have been r·estruclured with n view to restoring underwriting profitubilit;• to this 
business: it is much ton soon to know the results o[ these changes. 

Operations of the Home Stnte companies other than Cornhusker Cnsunlty Cumpony hnvc to dnto 
yielded only und•Jrwriting losses. The !own operation completed only its second full ycnr of operation in 
1975 and has not yet reached vinblr. sil:c. lmprovmmmt wns noted in the Texas operation in 1975: un­
derwriting ratios doloriorntorl in tho Minnesota operation. While tho underwriting losses of the Home Stole 
companies incrn'lsed in totul dollars in 1975 over 1974, tho ovornllloss ratio nctually declined on higher 1975 
volume. 

Net Soles nnd Gross Profit from Soles o( Texlil~ Products 
Consoliclnted net sales of $:13.4 mil :ion - '1!173, $32,llmillion- 1974, nnd $32.8 million -1975 give an 

nppcnrancc of stability in the textile o\Jcrntions: however. the 1975 figures require explanation inasmuch as 
they include $9,3 million from the Wnumbcc operntion acquired during the your. Thus, n more revealing 
compadsion shows salt•s fr<'!11 whnt comprised the textile operation in '1974 declined in 1975 by 28%. Both 
demand and pric<l for our goods declined drnslicnlly, starling their downwnrd trend in the four·th qunrlcr of 
1974 nnd continuing well into 1975, from the recent record high levels of curly 1974. Some mnrkel recovery 
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MANAGEMENT'S DISCUSSION, Continued 

w.1s nolNI in lale1075, which, combined with some gross pl'Ofilrealized from sale of Waumboc's products, 
sh•ingl'tll cost conh·ol efforts exerted by management of l he luxl ilc opm·ations, and the far:l ol' relatively low 
fixml costs nssignablo to the operations. prevented a more significant decline in gl'Oss Jlrofils lhttn that which 
or:cut·rcd. Gross profit from sale of textile pi'Odur:ls at S4,599.000 in IU75 was 11% less in total than lhnl 
reulized in 197·1. 

lnlcresl nnd Dividend lnr.ome 
lnlct·rsl ami dividend im:ome is em·ned nimosl cntit·cly by the lnsurr.nce Gt·oup. The continuing 

increase in thhi Gntcgor·y of income through 19i4 was the result of incrcnsed investments: in 1975, the nvcrngu 
yield on investments also inr.rcasml. lntcrnst and dividend income is related to nvcragc investments for· the 
past five years in the l'ollowing table. which excludes the investment in and dividends received from Blue 
Chip Stamps, act:uunlcd fm· by the equity method. 

1\ \'Urngn lnlnrust und J\ \'Urugc 
lnvustrncnts Dh•idund Pnr Gent 

ut c:ost lm:onw Eurn1:d 
(i\rnounls in 'l'huusunds) 

1971 79,117 5,043 6,37 
Hl72 103,217 6,648 0.44 
1973 'll7,51fl 7,378 6.28 
'19/4 131,347 8,030 ll:ll 
1975 136,500 8,918 6.53 

The nvcrng(liH~r cent cm·ncd declined in t973 and 1974 as n t·esult of the increase in those years in the 
avcrugc investments in preferred and common stocks rclntivc lo tim average investment in bonds, the 
cunvNso was true in Hl75; the income yield on the bonds lends lo exceed that on tho stocks, Investments fat• 
the past five ycnrs ut·n categorized in the following tublc, at the average of their currying values at the 
beginning nnd end of mtGh year: 

Bonds, Trnusurv 
hills umf olfwr' 

Profcrrod 
und common 

shorl·lnrr~! o!J_I_i_H_<_Itio_n~'t stocks Toluf 

1971 6B,\106 10,2'11 79,117 
1972 87,175 16,042 10:1,217 
197:! 8"1,3'11 36,205 117,516 
1974 78,557 52,790 131,347 
l975 88,787 47,713 136,500 

hu:ome Tuxes (Crlldit) Applicable to Insurance Underwriting and Textile Operations 
Each ynur thct•e is n significant diiTcrcncc between pn:·tnx incon1c rcpot•tcd in the financial stnlmncnts, 

and income subject lo lax, The difrerence arises principnlly from certain dividends t·cceived ct•mlits nnd 
from the fact that n considerable portion of income of the Insurance Group is pt·oduced by tnx exempt 
bonds. For both 1'174 nnd '1975 these Hems exceeded the pre-lax cnmings from insurance undmwriting nnd 
manufnchtt·ing operations and nll other items of taxable income so lhnt "net operating losses", ns defined b~· 
the lnlernnl Revenue Code, were repot·ted fat• lux pmposes. Berkshire 1-lnlhawny Inc. nnd its includible 
uubsidinries join in the filing of a consolidated l'mlernl income lox return; the 1974 and 1975 consolidated net 
operating losses hnvc been carried buck to recover income tuxes paid by membm·s of the gmup l'or 1971,1972 
nnd 1973. 

There nrc \'irlu•1lly no remaining paid and rccovernblc taxes which might benent l'uture net operating 
losses, ir any. 
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MANAGEMENT'S DISCUSSION, Continued 

Equity in Not Enrnings of Bank Subsidinry 
Berkshire's equity iu net eomings of the Illinois NntionoiBank ond 'l'l'liSt Co. of Rockford ("the bank") 

represent approximately 96':-:, of tho bank's eomings. Financial statements of the bank are included else­
whore he•·nin. 

Income of the bank before income taxes and before securities transactions fm· the past tluce yem·s is 
summm·ized below, in thousands of dollars: 

197:1 1974 1975 

Interest income $9,:124 $10,99:l $10,797 
Interest expense _1~~.! _ _:l~!!f~9 _5,19_~ 

Net intm·cst earnings 4,973 6,024 5,602 
Nnn~intercst income ~1,0!IQ 1.1a3 _____bg2o 

--~--

0,053 7,157 6,822 
Non-interest expenses 3,220 _3.\!~'i ~il.~!l? 

lneomc l>cl'or·c tnxcs and before securities 
trn~~snctions . ~~:8~ ~ J~i~ $ 3,615 

-=o-.-;;:::--;:~~·= 

1974 Compared to :197:! 
Loan demand was strong tlu·oughoutl974 ond was accompanied by record high interest rates. Accord­

ingly, interest income incrensml over 1973 ns n result of both increased volume of earning assets anU u higher 
yield thereon. lncrcmmd reliance on interest bearing time cleposils as a source of funds and on increasml 
avcl·ngc rate pnid thereon caused the rise in interest expense in 1H74. 

Non-inlm·est m:prmse items declined in total in 1974 [ll'imarily as the result of a change instituted by 
locnltaxing nulhol'i!ies in a5scssing to Berkshire, us a shareholder of the bank, certain capital slack laxus 
previously assessed to the bank. In addition to elimination in 1974 of this parlir:ulnr expense item, an 
uxpense c1·edit of $154,000 resulted in 1!l74 from reversal of this item previously accrued for 1973. While 
bank earnings increasml as a result of this action by the taxing authorities, lim net effect of this change was of 
no benefit to llm·kshire, since taxes not !heretofol'e paid by Berkshire appear as part of Berkshire's 1974 and 
l975 selling nnd administrali\'e cxp£mscs. 

1975 Compared to 1974 
Outstanding loans declined in1975, resulting in loss !olnl interest income !han in 1974. Interest bearing 

lime deposits continued to increase •~estllling in higher interest costs. The combination resulted in a decline 
of 5422,000 in net interest earnings in 1975 from !he prior yem-. 

The p1·operty lax expense credit in 197-llo "non interest" expense, discussed previously above, explains 
the major portion of the ditTercnce in that captioned item bel ween 1974 nnd 1975. It is noted that non-interest 
expense of $3,207,000 compares not highly unfnvm·ably with tho second year prior (1973), when such 
captioned item totaled $3,220,000 including the capital stock tux. 
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MANAGEMENT'S DISCUSSION, Continued 

Equity in Net Earnings of Blue Chip Stamps 
llcrkshiro's equity in net earnings of Blue Chip Stamps as computed by the equity method for each of 

the past three years, based on the twelve month's operations of 131ue Chip ended on or about Novembm· 30, 
hnvc been ns follows: 

Equity in net earnings . . . . . . . . . 
1\pplicablc income taxes . . . . . • . . 
Amortization of excess of cost over equity in net 

assets . . . . , . 
Net equity in earnings 

107:1 1974 1!)75 
(i\rncmnls in Thousnntls) 

$1,605 $1,548 $2,346 
(116) (112) (169) 

The avemgc number of shares of Blue Chip Stamps owned by Berkshire has increased in each of the 
past three years. Average shares owned in 1973. '1974 and 1975 were, respectively, 934,000, 1,144,670, and 
1,325,233. Slated on the basis of per-average-share-owned, the above table is as follows: 

1!17.1 1974 1975 

Equity in net earnings $1.72 $1.35 S'l.77 
1\pplicnblc income taxes ( .. 12) (.10) (.13) 
t\mortizalion of exr,ess of cost over equity in net 

nsscls (.52) ~~) -~) 
Ncl. equity in earnings $1.08 _?0.92 $1.51 

Realized Investment Gains (Losses) 
Realized investment losses in 1975 aggregated $2,888.000 with a tax credit of $866,000 reducing the 

after-tax realized investment loss to $2,022,000. In 1974 and 1973 realized investment gains (losses) before 
la:<es were, •·cspcclively, ($1,908,000) and $1,332,000; after taxes, ($1,:!40,000) and 5929,000. Realization of 
investment gr. ins Ol' losses is determined by prevailing investment strategy as applied under changing 
economic conditions. 
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Berkshire Hathaway Inc. 

DIRECTORS AND EXECUTIVE OFFICERS 
WARREN E. BUFFETT, Director ond Chairman of the Board 

Chief Executive Officer of tho Company 

KENNETH V. CHACE, Director 
President of the Company and Chief Operating Officer of the 
Textile O:;<Jrations of the Company 

MALCOLM G. CHACE, )H., Director 
He tired, Former Chairman of the Board of Directors 

]. VERNE McKENZIE, Director 
Vice President, Secretary and Treasurer of the Company 

COMMON STOCK PRICES 
Thccommonstock of Berkshire Hathaway Inc. is trarled in the uvcrthccounter market. The high and low bid prices 

for the stock in each quurtcrof1974 and 1975 is set forth in the following table. The quotations represent prices between 
dealers and do not include retail markup, markdown or commission. They do not represent actual transactions 

High Low 

1974 lsi Quarter 76 72 
2nd Qunr(clr 76 64 
3rd Quarter 64 49 
4th Quarter 49 40 

1975 1st Quarter 51 38 
2nd Quarter 51 45 
3rd Quarter 60 41 
4th Quarter 43 38 

The Company has not paid a dividend in the past two years. 
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ConsoHdcated Statement of income 

and Rct.1fned IE.tt;.mh-ags Blue Chip Stamps ____ .. ______________________________ _ 
Filly-two Week~ Ended February 20. 1976 nnd March 1. 1975 (Nota t) 

1976 

Revenues: 
Candy sales ....•........•....•....•.•.•.••.••.....•....••••.........• '$51,342.000 
Stamp service revenues (Note 2) . .. . . . .. . . . . . . . . • . .. . . .. .. . . .. .. . . . .. • . . 20,361,000 
Merchandise promotions and incentive sales . . . . . . • . . . • . . . . • . . • • . . . . • . • • . 15,210,000 
Dividends and intarest ........................... :. . .. .. .. .. • .. • . . . . . . . 4,913.000 
Other revenues (Notes 4 and 5) ................................ >........ 818,000 

Costs and expens0s: 
Cost of sales and rec;!emptions (Note 2) ...............•.•.•....•.......... 
Selling. general and administrative expenses ...............•.........•..• 
Interest and discount amortizatton ...................••..••..•........... 

Income before income taxes. equity in net income of 
Wesco Financial Corporation, securities gains 
and extraordinary credit .........................•.•...•...•...•.•...... 

Provision for income taxes (Note 7) ........................... : ....•....... 
Equity in net income of Wesco Financial Corporation (Notes 1 and 7) .........•. 

Income before securities gains and extraordin<1ry credit ...........•.......... 
Realized securities g<1ins. less income tax effect (Notes 3 and 7) .........•..... 
Extraordinary credit (Note 7) ............................................. . 

Net income ..........•...............................•.......•.........• 

Retained earnings at beginning of year . .' .................................. . 
Cash dividends of $.24 per share per year (Note 5) .........•.••..........•.. 

. 92,644,000 

52,116,000 
29,552,000 

649,000 

82,317,000 

10,327,000 
(4,374,000) 
3,092.000 

9,045.000 
. 8,000 

9,053,'1~~ 

60,551,<JIJC• 
( 1 ,243,000) 

Retained earnings at end of year . . . . . . . . . . . • . . . • . . . . . . . . . . . . • . . . . . . . . . . . . . $68,361,000 

Amounts per share based on weighted average shares outstanding: 
Income before securities gains and extraordinary credit . . . . . . . . . . . . . . . . . . . . $1.75 
R I. d .. . • • 

ea tze secunttes gmns .....................•......................•.• 
Extraordinary ctedit ..•...... : . ...•..............•...•... , ..•..... , . , ..•. 

Netincome........................................................... $1.75 

·' 1975 . ' 

. $42,907,000 
25,564,000 
11,022,000 
7,738,000 
2,134,000 

89,365.000 

54,912,000 
23.940,000 
4,356,000 

83,208,000 

6,157,000 
(1 ,237,000) 
2,588,000 ----
7,508,000 

254,000 . 

--=9.::..:03,0~~ 
8,665,000 

53,"f29.000 
( 1,243,GOO) 

$60,551,000 

. $1.45. 
·.as. 

. · •. ·.17: 
$1.67 

.. 

. . 

Sec accompanying notes to consolidalod financial slatemcnts 
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FINAL Pn.ooJ!.'' . 

.. 
ConsoHda.ted Sta.tement of Changes in 

FlnandaS Position Blue Chip Stamps 

F•fly·lwo Weeks Encfect Februwy 28. 1976 and March I, 1975 (Note I) 

1976 

Sources (uses) of cash, including shorl-tenn investments. frorn operations: 
income q11fore realized securities g<1ins and extraordinary credit ............. $ 9,045,000 
Add (deduct): 

Depreciation and amortization ....................................... . 
Equity in net income of Wesco Financial Corporation 

less dividends received, net of income taxes ......................... . 
Dec,ease (increase) in trade accounts receivable ...................... . 
Decrease (increase) m inventories .................................... . 
Increase (decrease) in trade accounts payable ......................... . 
Decrease in liabiUty for unredeemed trading stamps .................... . 
Increase in prepaid income taxes and other expenses ................... . 
Increase (decrease) in income taxes payable .......................... . 

Cash provided (used) by operations before realized securities gains 
and extraordinary credit ............................................... . 

Other sources of cash: 
Realized securities gains. less income tax effect .......................... . 
Extraordinary crodil-federal income tax not payable due 

to offset of capitulloss carry-forwards ..................... : . ....... .' .. . 
Decrease in marketable equity securities (1976 amount 

is net of $4,978.000 net unrealized loss deducted 
from stockholders' equity) ........................................... . 

Decrease (increase) in accounts receivable from securities transactions ..... . 
Proceeds from disposal of property, fixlures and equipment, 

1,478,000 

(2,204,000) 
(4, 1 05,000) 
4,472,000 

628.000 
(1 ,048,000) 
(7, 773,000) 
9,558,000 

10,051,000 

8,000 

10,469,000 
1,740,000 

net of income taxes and gain on sales .................................. __ 1.:.:3:.1. ,000 

Total . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . 22,399,000 

Other uses of cash: 
Additions to property, fixtures and equipment ............................ . 
Decrease (increase) in accounts payable from securities transactions ....... . 
Payment of dividends .... ; .................................... • ........ . 
Purchase of stock of Wesco Financial Corporation ........................ . 
Purchase of debentures for retirement .................... • ............... . 
Repayment of notes payable to bank .................................... . 
Other ............................................................... . 

Total ..... · ..................................................... . 

1,195,000 
(110,000) 

1,243,000 

120,000 

112,000 

2,560,000 

Increase (decrease) in cash. includmg short-term investments ................ $ 19.833,000 
~-====-= 

Increase (decrease) in-
Cash ................................................................. $ 526,000 . 
Short-term investments................................................. 19,313,000 ----·--·--

$ 19.839,000 ==---= 

See accompanying notes Ia consolidated f1nancial slatcmonts 
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FINAL PROOF' .. 
----....... ____ -- ....... -------·--------

'I 

Conso~£dated Ba~<~nce Sheet Blue Chip Stamps 

.. 

----------- --·---------
February 20. 1976 and Mmch 1, 1975 (Nolc 1) 

ASSETS 

Cash ..................................•...•......................... · 
Short-term investments, nl cost ...............•...........•.........•.... 
Marketable equity securities. at tile lower of cost or market 

at February 28, 1976 and at cost at March 1, 1975 (Note 3) ............•.... 
Accounts receivable ................................................... . 
Merchant.iisu and supplies inventories, allhe lower of 

cost (first-in. first-out). or market ....................................... . 
Prepaid income t:Jxes ~ncl other expenses (Note 7) ........................ . 
Properly, fixtures and equipment, net (Note 4) ........................•..... 
Investment in Wesco Financial Corporution (Note 1) ........................ . 

· Excess of cost over equity in net assets of See's Candy Shops, 
Incorporated, less accumulated amortization (Note 1) .................... . 

LIABILITIES AND STOCKHOLDERS' EQUITY 

. Accounts payable and accrued expenses ....................... · ........ .. 
Income taxes payable (Note 7) .......................................... . 
Liability for unredeemed trading stamps (Note 2) .............•............. 
63Ao/o Subordinated Debentures duo 1978 (Note 5) ........................ . 

Stockholders' equity (Notes 5 and 9) 
Common stock, par value $1.00 

Shares authorized-7,000.000 

.... 

Shares outstanding-5, 179,000 ................................... .. 
Paid-in capital ..................................•................•... 
Retained earnings ...............................................••... 
Net unrealized loss on markeJable equity securities (Note 3) ....... : . ..... . 

Total stockholders' equity ............... , ........................ . 

1976 

$ 2,032,000 
24,695,000 

56,712,000 
7,894,000 

7,295,000 
14,462,000 
8,290,000 

28,588,000 

15,487,000 

$165.455,000 
~~--= 

$ 6,227,000 
11,560,000 
71,135,000 
6,392.000 

95,314,000 

5,179,000 
1,579,000 

68,361,000 
(4.978,00~) 

70,141,000 -·----
$165,455,000 
=--= 

•' . . · 

.• .. 
1975 

$ 1,506,000 
. 5,382,000 

72,159,000 
5,529,000 

11,767,000 
6,689,000 
8,273,000 

26,307,000 

15,883.000 

$153,495,000 

$ 5,489,000 
2,002,000 

72,183,000 
6,512,000 

86,186,000 

5,179,000 
1,579,000 

60,551,000 

67,309,000 ------
$153,495,000 

I "• o .. 
. .. 

.. 

·. 

' . ',• .. 

. . 

..... 
. •, .: . " •. 
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Notes to Conso:~dated 
Fina.nd4'J.I St.1tements 
--- --------·-------

NOTE 1-Subsldlary companies: 

The consolidated financial statements include the 
accounts of the Company and i!s 99%-ownur1 
subsidiary. See's Candy Shops, lncorpornl()(f {Sec's). 
The excess of cost over equity in the net assets of See's 
is being amortized over 40 years: nmortizalion of 
$431,000 has been cfmrocd to selling. general and 
administrative expenses 1n each of the fiscal years 
ended in 1976 and 197,.'i. 

The Company's inveslmenl in Wesco Financial 
Corporation {Wesco), a snvings and loan holding 
company. has increased from-14.6% al March 2. 1974 
to 64.4% at March 1, 1975 ancl February 28, 1976. The 
investment is recorded at cost plus equity in Wesco's 
calendar-year net income. less taxes: the $18,131,000 
and $10,699,000 excess of equity in the net nssels of 
Wesco over cosl at February 20. 1976 and March 1, 
1975, respectively, is being amortized over 40 years. 
Summarized financk1l informallon of Wesco lor the 
years ended December 31, 1975 and 19741ollows: 

Assets--
Cash and marketable 

December 31, 
1975 

December 31. 
1974 

securities ........ $ 77,417,000 $ 53,065,000 

Loans receivable, 
!ess unearned loan 
fees, unrealized 
profit and loans 
in process ...... . 

Other assets ...... . 
373,059.000 

19,651,000 
389,065.000 

23,516.000 

$470,127,000 $465,646,000 
~-=':"'..:=:- .:.: 

Liabilities and 
stockholders' 
equity-
Savings deposits ... $360,070,000 
Other liabilities . . . . . 36,839,000 

Total liabilities . . . . . . 396.909,000 
Stockholders' 

equity. partially 
appropriated ..... ,_I~.:.~)~~p~ 

$470,127,000 - ·:----.. ~:·..;:.....:· 
Total revenues ........ $ 36,61 0,000 

':,:0 -:.:.·:.:.:.•.-:...:._-

Net income .. : .. ..... $ 4,351,000 
~"": -:~:-· ":::.-

$333,117,000 
62.238.000 

395.355,000 

70,291,000 

$465,646,000 

$ 35,180.000 
-=- ~.:". ':.. ':.: --· :-;.·:·.:.: 
$ 3,927,000 
.:...=.:--: ·:.".":':.. ·: . • -:.;.. . 

. · FINAL PROOl!'', ., 1 

131uc Chip StillllfJS' 
equity thcrcin-
1\vcrnoc owncr~hip 

Share of not 

Ooccn1lJor 31, 
__!?.?L_ .. 

64.4% 
:::= .. =-~·= 

$2,000,000 

Ot!r.omhor 3 t, 
t97o1 ---------

60.5% 

s 2,375,000 inCt1111e , .. , , ... , , 
Income taxes thereon 

assuming ultinmte 
distribution .....•. (200,000)· .• 

{244,000) 

Amorlizalion of 
excess equity 
over cost .•...... 

., 

492,000 

$3,092.000 

457,000 ---·----
$2,508,000 

-· -· -· 

Wesco's nppropriated retained earnings at 
December 31, 1975 and 1974 include approximately • 
$44,940,000 and $43,852,000 respectively of reserves 
on which no provision for federal income taxes has 
been made. II in lhe future those appropriations are . 
used for any purpose other than to absorb bad debt 
losses. federal income tuxes will be imposed at the tllen 
applicable rates. The Federal Suvings and Loan 
Insurance Corporation. in connection with lhe 
insurance of savings deposits, requires savings and 
loan associations to maintain certain reservas which 
may be used only for the purpose of absorbing losses. 
In addition. associations must maintain certain 
reserves under California taw. Such reserve 
requirements were met as of December 31, 1975 and 

1974. 

NOTE ~-Stamp service accounting: 

The Company recognizes stamp service revenues 
upon issuance of its trading stamps and provides a 
liability account for unredeemed trading stamps 
consisting of eslimates of the cost of merchandise and 
related redemption service expenses. The Company's 
estimated cost of future redemptions depends upon 
two factors: { 1) the percentage of stamps Issued which 
will ultimntely be redeemed and {2) the future cost per 
stamp of the merchandise and redemption service 
expenses which will be required. 

In its annual report for the year ended Murch 1, 
1975, the Compnny explained that its accounting 
practice lor many years hnd been to 11ssumc that 97.5% 
of stamps issued would ultunately be rccleemed and to 
base 1ts est1mate of future redemption costs per stamp 
on the most recent information availabltl. The Company 
indicated thilt both assumptions were considered less 
rcliahle than in previous years because of the recent 
substantial decline (approximately 80%) in 1ts 
issuances of trading stamps and contimung incmasos 
in total redemption costs per stamp. Under such 
conditions it was thought that the current redemption 
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yonrs o.;ti,.d in Hl6!l throuoh 1974 (~inr.ll !;cttlod-sue 
Nolo 7) tm~od pmtinlly orr it~ contontrun that 1110 
Cornp:my's ostirnatod slarnp rl•domptronrato wns luss 
than the 97.5~. whicllhnd been as~urm•rllor m:my 
years In prupnring linarrt:ral !;lnturnents ami t:tr. returns 

With nclditional C'(Wrll~ncc, the CO!li(l<li1Y in 
February 1976 roova!u.ltod both factor:; alloctrng tlw 
estimated c;ost of futuro rodt111lptionr. m1tt rnmlo tho 
following revisions in its current linnnc,;rt r.tatcmonts: 

( 1) Tho Company rt'ducod its li:rtu!tty for 
unredeometl trmhng stamps. <rs of February 
28, 1976, and increased not rncome for tile 
year, to reftoct aroductron in tho total 
estimated number of stamps to be redeemed 
in tho futuro, computed by mochlying the 
Company's former assumption that 97.5% of 
all stamps issued wrll ultimately be rt1deemed. 
Tile modifications (1) as of tile corrctusion of the 
fiscal yenr ended in 1974, reduced by 
approximately 4 ~;,the total number of stamps 
then estimated· to be redeemed in the future, 
and (ii) for the~wo subsequent fr~cal yoars 
ended in 1975 ami 197G. reduced the 
redemption expectancy, applicable to stnmps 
issued in such ycnrs, to 93%. Those 
reductions reflect tho Company's present 
estimate that ultimate redemption rates me 
reduced by a decline in rssuances. wrth most 
of the reductron occurring with respect to 
stamps issued after tho decline, and that. 
accordingly, the Company will have to redeem 
about97% of stamps issued bcfore March 
1974. and only 93% thereafter. 

(2) The Company increased its provision for future 
redemption service expenses per stamp to 
reflect its present ostunate Umt a lower volume 
of redemptions writ c<1use U'eso expenses to 
increase materially on a per-stamp bosis. 

The effect of tho foregoing revisions after federal 
and state income taxes w<1s to increiase current year's 
net income $573.000. or S.11 per share. The lir.oility for 
unredeemed trading stamps or$71,135.000 dt 
February 28, 1976, included $47,878.000 for the cost of 
merchandise and $23,257,000 for redemption service 
expenses 

The Company expects stamp issuances to 
continue to decline and therefore, with ddditional 
experience, may make addrlional revisions of its 
redemption expectancy and costs rn the future. 

NOTE 3-Morkeloblo equity soouritlos: 

Cost (first-in, first-out) and mmket value of marketable 
equity securities at February 28, 1976 and m March 1. 
1975 are set forth beiow: 

February 28. Mnrch t, 
1976 1975 --· -·· . --·--·· --· .. 

Cost ................. $61,690.000 $72,159,000 
Market value.......... 56,712.000 54,212.000 

Pursuant to Statement ol Financial Accounting 
Stand:'lrds No. 12 issued by the Frnancral Accounting 
Standards !3oard, tho Company at February 28. 1976 

ost<~lJii~:hucl a $4,070,000 valuation trllnwance to 
rcduc:e the amount of rnarltolilblu equity r.ccuritics 
shown in its balance slwot from historical cost to tho 
lower of ;)(lgleonto cost or rnmkot. Tho vatunlion 
ullow;mce, which wpn,sontt•d tho exccss ol 
$7,2•16,000 of gross unrealizocf losses over $2,268,000 
or gros:;unmnlizerJ gains, wns churgml duoclly to 
stocld10ltlors' cqurl\' (r.o., not included 111lhtJ 
dctcnnin.11ron ol mllutcornc). Tho amount churged was· 
not reduced by the tax bonofrt that writ result it tosses 
oro uttimatr,ly rrwlizcJ and offset by catirtal gains. At 
March 1. 1975 marketable l'quily sPcurrilcs wore not 
requircti to be carr irJcl at the lower ol ngorogato cost or 
marl;ct. and accorclrngil' lllO\' are carrred at histoncnl 
t:ost in the balnnce sheet. 

Marketable equrty securities. among other assets, 
are held primarill' for the purpose of satisfying the 
Company's obligalron to redeem outslancling !racling . 
stamps which, based on tho Company's experience, 
will be presented for redemption ovcr a number 
of years. 

NOTE 4-Property, fixtures ond equipment: 

Following is a sumrnar~· of property, fixtures and 
equipment, stated at cost 

February 28, 
1976 ------

Land ................ $ 2,315,000 
Buildings............. 4,186,000 
Furniture. fixtures 

and equipment .... , 9,808,000 
Leasehold 

improvements • . . . . . 3,867,000 

Loss accumulated 
depreciation and 
amorti?ation .•.....• 

------
20,176,000 

11,886,000 

$ 8,290,000 

M.:uch 1, 
1975 

$ 2,323.000 
4,031,000 

9,619,000 

3,893,000 ---··-··-
19,866,000 

11,593,000 ---·---
$ !3,273,000 
==""'""" 

Depreciation and amortization of property. fixtures · 
and equipment are provided by strarght line and 
accelerated methods over the estimated useful lives of 
the assets. Total prov1sions amounted to $1,047,000 
and'$1,220,000 lor the fiscal years ended in 1976 
and 1975. 

A $1,254,000 gain on the sale of tile Company's 
Richmond, California warehouse is included in other 
revenues in tho fiscal year ended rn 1975. 

NOTE 5-Dcbonturcs: 

The indenture .underlying the debentures requires . 
three annunl sinking fund payments of approximately 
$2.000,000 in November 1976, 1977 and 1978. 
However, as a result of an invitation for tenders and 
open-market purch<lsos subsequent to Fcbrumy 28, 
1976, the 1976 requirement will bo reduced by 
approxin~ately $1,000,000. During the fiscal yoars 
ended in 1976 and 1975. the Comp:my reahmd gnins 
of $7,000 and $311,000 in connection with purchnses of 
debentures in anticipation of prior sinking lund 
requirements. 
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Undor tim lormG of lho indenture, tho Company IS 
pbunillcd lo pay cuuh cliwlunch; 1n any hscnl yonr In an 
amount not to t>~coud tho ~rc.1lm of (n) 24 conlll per 
share or (b) 25% olnelmcomc lor lim ploccchnq li~cal 
your. Dividoncls may no! be p.!illllthc Company ISm 
arrears in any s1nk1ng !unci fl:l\'11\l!nls. 

NOT~ 6-Ponslon nnd profit shoring plnns: 

Ernployoos ollhe Comp::uw ""''of 11s consohc.lntod 
subsidiary who meet certnm clig1lnhty roqwrcmcnls nrc 
covered under either Comp:my·sponsolllcl 
ncmcontributory pension or profit shnnng plnns or 
union-sponsorod pension plans. The Compony· 
sponsored plans arc lunctecl annually. the cost for the 
fiscal yea•s endlld in 1976 and 1975 approxnmtcd 
$375,000 and $366,000 respectively. The toto! market 
value of tho pkii'IS' nssots exceeded the nctua1ially 
computed value ol vested benefits nt yearend by 
approximately S1,000.000 .. The plans are bam£! 
amended lo comply with tho Employee Reliremcnt 
Income Security /let of 1974 and for other purposes. 
The amendments arc not expected to have a material 
effect on the consohdaicd f1nnnc1al sl<~lamenls. 

NOTE 7-Taxos on In como: 

Tho consolidated statement of income contains 
charges for income taxes as follows: 

·--fJ~~~t£.a!_C~!~U m_ 

1976 1975 

Provision for income 
taxes .................. $4,374,000 

Charged against equity in 
net income of Wesco 
Financial Corporation •.• 

Charged against 
securities gains ••...•..• 

Extraordinary credit, 
representing federal 
income tax not pnyable 
due to the offset of capital 

200,000 

4.000 

loss carry-forwards ..... __ _ 
• 

$1,237,000 

244,000 

284,000 

Totallaxes charged in 
income statement .•...•• $4,516.000 S 862,000 =.:=.= :.=.:::.::--:..-:::'.:. 

These taxes are payable or recoverable as follows: 

1976 

Payable curr.enlly-
Fedeml .•.••. o ••••••••• $6,472,000 
State .. .. .. . . .. .. . .. . .. 1,572,000 -··----

8,044,000 ------
Recoverable in the future-

Federal .•. 0 ..... o • • • • • • (2,839,000) 
• State .................. _ _16.?.!.;.~00) 

. (3,466.~9Ql 

·' Total taxes charged in 
income staten1ent ... 0 ... $4.578,000 .. :.;..~·.:-:..~:.:~.::~~ 

1975 

$ 788,000 
789,000 -----

1,577.000 

$ 862,000 
.-:----==--~.~ 

Oftho ol.lovo 1:\l(l'S, tho nmounln currnnlil' pnynblo 
mo includccJ in inrorno tnxcr. pny"blo on tho 
consoliclntnd bal:mco Hhcot. Thr.• .tmounls rocovomhio 
in tho futuro a1e incluc!cd in pwpnld income tnxo!; nnd 
result from lhL' 11)1101\lllg tin1inu t11flcrcnces m tho 
rocognition of rtwonuc ami oxp(•nso'itoms on 1!10 books 
as comp::uacf Ia the tox returns: 

Deductible Cailform::1 
·' .. fmnchisc taxa~ 

over (undo1) lhasa 
accrued on the books ... $ (101,000) $ 429,000 

Decluctible redemption 
expenses under 
those accn JQd 
on the bool<s ••• , • • . • • • • (3,240,000) (1 ,351 ,000) 

Deferred taxes on 
undistributed earnings 
of Wesco Finnncinl 
Corporation o. • • • • • • • • • • 133,000 1 '.3 f.iOO 

Other timing d1ffcrcnccs •••. _ (25~:000,) __ , ~.:.q~2 

Total taxes recovcmble 
in the future •.••••.•.••• $(3,46G,OOO) $ (f~S.OOO) 

~~~. :-;:.:•.;,::;-~ ::::;:;::-~~:...:;.;::!. 

Tho provision for income taxes of 54,374.000 ior 
the fisc:! I year ended in 1976 amounted to 42.4% of 
pre-tax income of $10.327,000; the provision of 
$1,237,000 lor the prior !!seal year represented 2001% 
of pre-tax income ot S6, 157,000. Following is a 
summary of the d11forcnces between the federal 
statutory rata and those ellocr.ive percentages: 

Fiscal yo~:.!!!_ 

~6- ~~ 
Statutory federal income 

tax rate .................... , • 48.0% . 46.0% 

Federal tax benefit from 
dividend exclusion •••...••••• , (13.7) (33.8) 

State income taxes net of federal 
income tax benefit ............ 4.6 5.5 

All other (net) ................... 3.3 .4 --
Eff,ectivo income tax rate ..•••.•.. 42.4% 20.1% 

=--=-= = 

' 
,' 'I 

.. ; . 
'· 

0 • 

.. 
... · .. 

•· 
. 'I 

' ,; 
: ·, ·~ 

I 
~ 
I 

. ' ~ 
0·.· ':I 
\ .. · . 

.... 
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'. 

Investment tax credits, which have not been 
material, are rccogm7.ed as the tax benefits are 
realized. .:: 

Tho consohdatocl balance sheet includes prepaid 

,, . ,. 
' .. 

income taxes of $12,(135,000 and $4,925,000 at 
February 28, 1976, and March 1, 1975, resulting · 
primarily lrorn (1) deducting certain mdemption service 
expenses for tax purposes when stamps are redeemed 
and for book pUI poses wnen stamps arc issuec! nnd (2) 
at February 28, 1976 a dillorence between book and 
tax accounting forthe number of outstnncling stamps 
expcctec! to be reclr:r:med. , 

In March 1976 the Compnny settled Its · 
disagreement with the Internal Revenue Service with 
respect to its income tax returns for the fiscal year u 
ended 1n 1969 through 1974 resulting from the Servlco's 
content1ons that tho Company (1) ov.orstatod its hnb1ilty 

.... 
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" : lor umcdeomocl ut:11nps by ovmostim:1tlnq thu n1nnllcr 
• ' of stnrnps lssu0d Which WOUld ulltm:lltJiy t)o rrdt'Oil10Ci 

oncl (2) shouill chango its tax nr.cuuntinn mnthnd 10 
deduct a greater portron ol its wdmnptron scrvic:o 
expenses lor lilx purponos when !<lamps nrc 
rcdcomod, rQIImr 111\111 when tll!ly nrc rssucd. 
Throughout tho period, til() Comp:rny's hn:mcinl . . 

.. 

.. 

statements mrd t<rx mturns hnt11lcrm pll•parod cu1the 
basrsol (1) the Con1pan{s ox[lccl:rt,on th:\197.5~. of all 
stamps issued would ullinmtoly bo redeemed an\1 (2) a 
tax accounting method, previC1unly :lflprovcd by the 
Service, whercundar mont olthc Corn[lnny's totnl 
ox[lcctcd redemption service expenses were 
permitted to be cletl•.rcted whon stam[ls were issued 
and the balance clecluctod when stamps were 
redeemed. Tho soatement with tho Service, wl1ich is 
reflected in the linancial statements lor the yenr ended 
in 197G, was as lollows: 

(1) The Cc.mpany, for tax pur[loses. agreed to 
reduce its accumulated provision for 
redemption of outst:mdmg stamps and to 
Increase taxall"lc inr.omc lor the hscal year 
ended in 1874tonssume a re>duction of 11% in 
the total numbm ol outstandrng st'lmps then 
estimated to be redeemed rn the future. This 
resulted in a tax deficiency, before interest. of 
approKimatcly $3.~00,000. The Company 
believes I hat the 11% reduction in outstandrng 
stamps expected to be redeemed for tax 
purposes is unreasonably high. It consented 
to the settlement only because of the 
prospective expense and risk of litigation and 
because the reductron was of a type 
whereunder any error would be adjusted in 
later years. resulting only in a lo;s of 11m use of 
funds. Accordingly. the Company, as 
explained in Note 2. revised rts financial 
statements to reflect a reduction of only 
approximately 4%. instead of 11%. in the 
number of stamps that would ultimately be 
redeemed. 

(2) The Company also agreed to change its tax 
accounting method effective with the fiscal 
year ended in 1974 to deduct a greater portion 
of redemption service expenses when stamps 
are redeemed, as opposed to w11en they are 
issued, with an expected tax eflect of 
approximately $3,500,000. 

Tho Company ex[lecls to be assnssed additional 
California franchise taxes in the nom future based upon 
the federal settlement. 

In the fiscal year ended in 197G. prepaid income 
· • taxes and income taxes payable were increasad by 

.. • .... approximately $4,500,000 for tho federal and California 
effect olthc settlement. The increase in prcpard income 
taxes was subsequently reduced by approximately 

; $1,300,000 as n result ol the adJustment to the financial 
·· · : : , statements to reflect a reduction in the number of 

.• ' . stamps to be redeemed explnrned in Note 2. In 
: •. :. • addition, approximately $3,000,000 of the settlement is . 

pnynblo without intorcmtln cqunl nnn~al instnllmcnts • :. ·::· :· 
frorn 1977through 1003 nnd will bu lncluclorJ in fl!Cp:lld · , : ;. ·' · 
income lnxes nnd incornc toxes pnyallltl ns the ' • 
instnllmllnls bcccm10 duo. The sotttornont had no cffnct 
on tho consolidntocl ~tnlcrnent ol im:ome where tnx 
dofici,Jncrcs constituted liming, ruther lhQI\ pcrnmncmt, 
tlifforcncos. 

NOT!! ~-Lcnsa commitments and renin I oxpcnso: 

AI Fr>brumy 28, 19i'G mrnimum rental commitments are 
as Inflows: ·, 

;, •• 
Fiscal yo.:tr ending in-

... 
1977 ............................. $2,541,000 
1978............................. 2,202.000 
1979 .............................. 1,963,000 
1900 .•.•••.••••• ' ................. 1,767,000 
1981 • . • • • • . • • • • • • • • • • • • • • • . • • • • • • 1,308,000 

Five fiscal years ending in-
198G .•.••••••••••••.••.•••••••••• 
1991 ............................ . 
1996 ............................ . 

2,937,000 
961,000 
107,000 

Net rental expenses wore $4,420,000 and 
$4,070,000 fort he fiscal yenrs ended in 197G and 1975. 
Rcntnls applicable to cand1• operations arc generally 
determined on the basis of a hxed percentage of sates 
subject to a specific mimmum rentaL Percentage rental 
expenses in excess of minrmum rentals. which are 
included above. wore $1,547,000 and $1.288,000 for 
the fiscal years ended 197G and 1975. 

Substantrally all of the cr,ndy subsidiary's leases 
are, based on current assumptions, considered 
"financing leases" as defined by the Securities and 
Exchange Commission The respective present values 
of aggre~ate rental commitments (including estimated 
future percentage rentals) of these leases were 
approximately S12,G02,000 and $11,315,000 at 

., 
-~ f 
. ,. 

• • • 

... .... ... 

February 28, 197G and March 1, 1975.1n computmg 
pr;:sent values, prime interest rates ranging from 1.5% • 
to 12% were used and averaged approximately 6% in '· 
each of the fiscal years. The effect on net income, 
assuming tlie leases had been capitalized at inception, 
wou)d not have been material . 

NOT!: 9-Lcgnl proceedings: 
• . • \ . I o• 

• 
Pursuant to an antitrust action filed by tho federal 
government a consent frnai judgment was entered in 
19G7 providing for, among other things, a plan to ollcr 
lor sale one·third of I he Company's California trading 
stamp business located wrthin a contiguous 
geographical mea in Southern California. That portion 
of the judgment has been suspended indefinitely by , 
slipulalior\ and court order signed in March 197G. · 

The Company i~ a dufendant in a purported class 
action filed March 1, 1971 to recover for stnmp savers 
monies collected by it as reimbursement for Cahfornio 
sales taxes on redemption of stamps. Plaintiffs ctaun 
that redemption transactions aro not taxable and that 
all such collections should be returned or, alternatively, 
that such collections exceeded the tax pro[lcrly , ' 
payabla and such excess should be returned. The 

· .. ·· 

,, 
), . 
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Company has paid sales taxes to the state equal to 
its reimbursement collections. The Company has 

• assmted claims against the state lor reimbursement 
of all or part of any recovery by plaJntJIIs. Followmg 
denial ol the sa claims by the state. the Company 
cross·complained nga1nst the state seekmgmdemnity. 
The original class nct1on complaint agninst the 
Company was amended to nssert fraud and to seek 
punitive damages. On June 1, 1973 two partial 
summary judgments were entered by way of 
interlocutory orders. neither o( which has yet become 
final. The first was In favor of the Compnny to the effect 
that the redemption transactions were tnxable. The 
second was in favor of plaintills to the ellect that the 
Company's collections exceeded the lax properly 
payable. In the opinion of counsel for the Company, the 
second partial summ<).ry judgment was erroneous. The 
class action complaint was also amended effective 
September 19, 1974 to assert. in substance, that the 
Company's predecessor had engaged in similar 
conduct from 1961 until its merger into the Company in 
1968, <md that the Company must respond in respect of 
the alleged liability of1ts predecessor to plaintllls and 
the persons they purport to represent for 
overreimbursement of sales taxes. On October 24, 
1975 the California Supreme Court granted the petition 
of Blue Chip Stamps for un alternative writ ol mandate 
to determine (1) whether the trial court properly certified 
the action as a class action and set it for tnal without any 
notice to members of the purported class and (2) 
whether or not an order for partial summary judgment 
previously entered was er:oneous. Proceedings in the 
trial court are stayed pending final determination of the 
mandate proceedings in the California Supreme Court. 
Issues relating to the class action aspects of the case 
remain unresolved along with a number of issues of 
fact. Maximum liability in respect of this acrion as 
amended may be as high as S17,000,000 less the 
amount of any money which may be recovered oq the 
claims against the state Counsel believes the 
prospects for some such recovery to be good. In the 
opinion of counsel for the Company, substantial 
defenses are available. but counsel cannot predict the 
ultimate outcome of the action. 

A purported class action was filed under federal 
securities laws on November 10, 1970 against the 
Company and certain of its present and former 
stockholders and directors. on behalf of retailer users 
of Blue Chip Stamps who failed to purchase securities 
of the Company in a 1968 olle;ing to retailer users. 
The complaint alleged damages to plaintiffs of 
$21,400,000.togelher w1th exomplar1• damages of 
$25,000,000. interest. attorneys'lees and costs, and 
prayed that plainlllls have the right to purchase 
securities of the Company on tile terms of the 1968 
olfering. After heanngs in the United States District 
Court and the Umled States Court of Appeals lor the 
Ninth Circuit, the Supremo Court of the United Stutes in 
a decis1on rendered on June 9, 1975 held that the 
purported class d1d not have standing to bring such an 
action. Accordmgly, the federal action 1s concluded. 
On June 5, 1974 the Company was served with a • '" 

16 . . . . .' 

complaint in a substanlially identicill action based on 
California corporate and common law hied in Los 
Angeles County Superior Court on June21, 1971 . 
Although plainlllfs me pursuing the s1a1o court action, 
:n the opinion of counsel for the Company. upon the 
tacts now known, the present stale of the' law and the 
decision of the Supreme ·court in the fedefal action, 
there appear to be substantial defenses on the merits. 

Report of 
Independent Accountants 

). 
t'ICl' 
"'ittcrh<msC.:.r. :.2:. 

t06S.0UntOU''It\nCitlO\AHCi{ll\.CAllfOINlo\90QI' 
21l-6))..U00 

To the Board of Directors and 
Stockholders of Blue Chip Stamps 

April 12, 1976 

We have examined the consolidated balance sheet of 
Blue Chip Stamps and its consolidated subsidiary as of· 
February 28, 1976 and March 1, 1975. and the related 
consolidated statements of income and retained 
earnings and of changes in financial position for the 
fiscal years then ended. Our examinations were made 
in accordance with generally accepted auditing 
standards and accordingly included such tests of 
the accounting records and such other auditing 
procedures as we considered necessary in the 
circumstances. We did not examine the financial 
statements of Wesco Financial Corporation which is 
accounted for on the equity method m the consolidated 
financial statements (Note 1). These statements were 
examined by ot11er mdependr:mt accountants whose 
report thereon has been furnished to us. Our opinion 
expressed herein. insofar as it relates to the amounts 
included for Wesco Financial Corporation, is based 
solely upon such report. 

As explained in Note 9 to the accompanying 
consolidated financial statements, the Company is 
subject to certain legal proceedings. 

As described in Note 3 to the accompanying 
consolidated financial statements. the Company 
changed its met!Jod of accounting for marketable 
equity securities as of February 28, 1S76. 

In our opinion, based on our examinations and the 
report of Ot/Jer independent accountants and subject 
to the effect. if any, of the legal proceedings referred 
to in the second paragraph above. the consolidated 
financial statements present fairly the financial pos'ition 
of Blue Chip Stamps and its consolidated subsidiary 
at February 28, 1976 and March 1, 1975, and t/Je results 
of their operations and the changes in thetr financial 
position for the fiscal years 1/wn ended, in conformity 
with,generally accepted accounting principles 
consistently applied during the period, except for 
the change, with w/uc/1 we concur, referred to in 
the preceding paragraph. 
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'TO 'I,HE STOCKHOLDERS OF 
'VESCO FINANCIAL CORPORKriON 

ConsQiidated net earnings of \!Vesco Financial 
Corporation ;md its subsidiaries for 1975 amounted 
to $4,35'1,000 ($1.83 per share) compared to $3,927,-
000 ($1.65 per share) In 1974. Quarter!~· earnings 
per share were: 

First St.!cond Third Fourlh 
Quarter ~ Quarter Quarler Year 

't975 
1974 

$ .36 
.48 

.36 

.40 
.54 
.44 

.57 

.33 
1.83 
1.65 

Total savings in Mutual Savings increased $26,-
953,000 in 1975 compared with a decrease of 
$12,413,000 in 1974. Out-of-state savings decreased 
$5,261,000 in ·t975 and $16,257,000 in 1974. Most 
of the decrease in out-of-state savings in 1975 oc­
curred during the first six months of the year. At 
December 31, 1975, out-of-state savings totaled 
$52,313,000 (14.7% of savings) compared with 
$57,574,000 (17.3% of savings) at December 31, 
'1974. The amount of out-of-state savings appears 
to have stabilized. 

Savings deposits are summarized at December 
31 by interest rates as follows: 

1975 

5'/4% 
5'/a 
531~ 
6 
;;y, 
6'/4 
7 
7'1> 
73/.1 
Over7J/4 

38.% 
1 
3 

10 
11 
4 
1 

27 
5 

1974 

36 
2 
3 

23 
8 
3 
1 

22 

2 

1973 

35 
3 
6 

42 
5 
1 
1 
7 

100% 100 100 
Cost of savings and cost of funds (savings and 

borrowings) continued to increase in 1975 as did 
the ~·ield on the loan portfolio of Mutual Savings. 

1975 1974 1973 1972 1971 
Cost of Savings 
Cost. of all Funds 
Yield on Loans at 

----
6.29% 6.00 5,60 5.56 5.51 
6.41 6.25 5.69 5.59 5.71 

year end 7.55 7.36 7.17 7.03 6.82 

We expect the cost of savings to rise gradually 
during 1976 because of the increased funds being 
converted to and deposited . in certificate accounts 
paying 7'1>% and 73/• %. Yield on loans will also 
increase. 

Real estate loans made during 1975 tota.led 
$36,317,000 compared with $31,998,000 in 1974. 
Loans in process and firm loan commitments, which 
at December 31, 1974 were $3,240,000, have de­
creased to $1,643,000 at December 31, 1975. 

The liquid assets of Wesco were markedly im­
proved during 1975, with cash and marketable 
securities at year end totaling $77,417,000 compared 

1 

with $53,065,000 at December 3't, ·t974. Al'so notes 
payable were reduced during 1975 b)• the sum of 
$24,765,000 and at ye.ar end were $26,210,000. 

lvlutual Savings and Wesco, which at December 
31, 1974 had ilwested $12,900,000 in public utilities 
preferred stocks, increased such investments during 
·t975 and at year end had invested $23,206,000 
($267;000 in Wesco) in such stocks with an annual 
yicl.d of 10.20% .. Mutual Savings, by regulation, is 
limited to 5% of assets in the amount of preferred 
stocks of public utilities it may own. Its present 
invcsttnents approximate that amount. During the 
last quarter of 1975, Mutual Savings purchased 
municipal bonds .and at year end had invested 
$4,554,000 in such securities with an annual yield 
of 7.11%. 

For several ~·cars, /vlutual Savings constructed 
homes at its Friendly Valley development. No homes 
were constructed during 1975. 9'1 units of homes 
previously constructed were sold and, at December 
3't, 1975, 7 units remained unsold, G of which were 
in escrow. A portion of the land in Friendly Valll!y 
was sold in 1975 to a responsible builder, who has 
completed the construction of 58 residences which 
are presently being sold. As such residences are 
sold, Wesco will recognize its profit of $198,000 on 
the land sale. We expect to dispose of the remaining 
land at Friendly Valley to builders for development, 
rather than building for our own account. 

We continue to market portions of property· 
owned at Lake San Marcos in San Diego County, 
having sold in 1975 one parcel of 195 acres for the 
sum of $614,000 resulting in a profit of $2C!l,()00, 
which is carried as unrealized profit due to (he low 
down payment. We expect to dispose ofd;ubstan­
tially all of our remainh;g vacant land at'Lake San 
Marcos during 1976, retaining our one-half interest 
in a modern shopping center, motel and restaurant. 

During 1975 Mutual Savings opened three new 
branch offices in Upland, Cerritos and Fallbrook, 
bringing the total number of Mutual Savings offices 
to sixteen. Four new branch offices were opened in 
1974 and three in 1973. 

On January 20, 1976 Wesco increased its regular 
quarterly cash dividend from 15C to 17'/>¢, payable 
March 11, ct976 to holders of record at the close of 
business onfebruary 20, 1971;, 

A "Summary of Operations" for a five-year period 
is presented on page 2, followed by "Management's 
Discussion and Analysis" of that Summary. The pur­
pose of the Summary and Discussior( is to enable 
investors to compare periodic results of operations 
and to assess the source and probability of earnings. 

I.OUIS R. VINCENTI 
Chairman of the Board and President 



WESCO FINANCIAL CORPORATION 
AND SUBSIDIARIES 

Summary of Operations 

Year ended Decemb-er 31, 1975 and four prior years 

ln\'Cstment 1ncome: 
Interest on loans ..•.••. 
lnlercsl on markelablc securllles • 
Dividends on common and pre-

ferred slacks ............. .. 
Interest and dividends on lnvest­

menls required by taw ••••.•• 

Total Investment income •• 

Cost ol moneY: 
Interest on savings deposils •.•• 
Interest on notes payable ..•• ~ .• 

Total cosl of money , ••••• 

Margin on Investments •••. 
Loan Ices and service cha_rgeS , .••. 
Operations and net gains from sales 

of real property ............. .. 

Renlal of ofllce premises, net •••• , • 

Nol gains or (losses) an sales at mar-
ketable securities ...... , ••..••• 

Otner inr.om~. net .............. , •• 

General and admlnlstrat_ive expenses: 
Earnings before taxes on in_~ 

come •.•.. ·k· •••••••• 

Taxes on income! 'J 

Current ••••.••.•••••••••• ~-·. 
Deferred •••••••..• , , • , ...... . 

Net earnings 

Per share' ••.•••.••••••..... , ••• 

FINANCIAL DATA AT YEAR END 
Total assets- •..•. ~ •.•.•.•...•••• ~ 
Real estate loans , •. , .•••••.••. , ~ 
Savings accounts •..•.. , ••••••.• -. 
Shareholders' equity •••... , , ••••. 
Book value per share• • n •••• , ••• 

1975 

$ 28,438,000 
3,171,000 

1,953,000 

519,000 

34,081,000 

''21,844,000 
2.828,000 

,, 24,472,000 

9,609,000 

1,382,000 

909,000 
288,000 

( 62,000) 

32.000 

12,138,000 

4,710,000 

7,428,000 

"o 
3,735,000 
(858,000) 

3,077,000 

S:· 4,351,000 

s '1:83 

s47o;m,ooo 
$371,041,00cl 
S3il0,070,000 
s n,211i.ooo. -
$ 30.85' 

1974 

28,463,000 
3,202,000 

974,000 

533,000 

"'~3.172,000 

20.419,000 
3.364,000 

23,783.000 

9,389,000 

1,542,000 

593,000 

206,000 

(429,000) 

96,000 

11,397,000 

4,208.000 

7.189,000 

3,262,000 

3,262,\100 

3,927.000 =-=:_= 
1.65 

465,646,000 
386,398,000 
333,117,000 

70 291,000 
29.62 

1973 

27,450,000 
2,950,000 

463,000 

462.000 
.. 31,325,000 

20,001,000 
1,313.000 

21.314.000 
10,011,000 

1,786,000 

831,000 

303,000 

( 72,000) 

116.000 
12,975,000 

3.702.000 

9.273,000 

4,263,000 
402,000 

4.665,000 

4.608.000 

1.94 

451,980,000 
387,165,000 
345,530,000 

' •.. 67,551,000 
28.46 

'Per share earnings and booK value per share are based on 2,313,269 shares outs landing at December 31. 1975. 
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1972 

25,318,000 
2,362,000 

185,000 

251.000 

28.116.000 

19.304.000 
611.000 

19.915.000 

8,201.000 

2,662.000 

622.000 

261,000 

2.000 

124.000 
11,872.000 
3,436.000 

8.436.000 

3,018,000 
1,082.000 

4.100.000 

4.336.000 

U3 

448,240,000 
367,679,000 
361,272.000 
64,018,0~0 

26,98 

1971 

25,117,000 
1,740,000 

388,000 
27.245,000 

17,298,000 
3.105.000 

20.403.000 
.6,842,000 
1,€84,000 

320,000 

238,000 

51,000 

111.000 
9,246,000 
3,127,000 

6.119,000 

2,530,000 
465,000 

2.995.000 
3.124,000 

.1.32 

423,969,000 
356,933,000 
329,782,000 
59,682,000 

25.15 

. . 

·. 
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Management's Discussion and Analysis of Summary of Operations 

The accompanying Summary of Operations covers 
the five years ended December 31, 1975. 

The principal business of Wesco Financial Corp­
oration (Wesco) is the ownership of ali of the 
outstanding stock of Mutual Savings and Loan 
Association (Mutual Savings), which operates sixteen 
offices in Southern California. Wesco also owns and 
operates a Pasadena business block in which its head 
office and the head office of Mutual Savings are 
located. This block is fully improved with a 9-story 
modern office building, a 420-car garage and four 
retail stores. Wesco invests its cash funds in market­
able securities and at December 31, 1975 had so 
investP.d the sum of $14,026,000. Mutual Savings' 
principal business is the lending of money secured 
by first liens on real estate (principally residential) to 
enable borrowers to purchase, construct or re­
finance real property. Funds are provided by savings 
deposits, principal payments on existing loans, bor­
rowings from banks and operations. 

INTER~ST ON LOANS. This source of income is 
dependent upon the amount of loans and the yield 
thereon. The yields at December 31, 1975, 1974 and 
1973 were 7.55%, 7.36% ancj 7.17% respectively; 
Total real estate loans outstanding at the end of 
su.ch years were 5371 1041,000, $386,398,000 and 
$387,165,000 .. 

INTEREST ON MAR~ETABlE SECURITIES. invest­
ments have consist.ed principally of certificates of 
deposit of major banks, bankers acceptances, United 
States Government bonds, notes, bills, agency secur­
ities and municipal bonds. The \,.\riation in income 
shown OJ) theaccompanying Summary is accounted 
for by the varying amounts invested and the varying 
yields obtained in the particular year. The amount 
invested in marketable securities from time to time 
is dependent on the cash flow available for invest­
ment and the amount committed for investment in 
real estate loans> 

. 
. 
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DIVIDENDS ON C;OMMON AND PREFERRED 
STOCKS. In May, 1973 $6,785,000 was invested in 
271,000 shares of common stock of Crocker National 
Corporation. Th.e investment at December 31, 1974 
was $5,079,000 and at December 31., 1975 was 
$"1,853,000. 70,100 shares were sold in 1974 and 
128,000 shares were sold in 1975 at approximate 
cost. The remaining 72,900 shares were sold in 1976 
at i\ loss of $85,000. 

Commencing in April, 1974 Wesco and Mutual 
Savings purchased public utility preferred stocks, 
and at December 31, 1974 had invested $12,900,000 
($267,000 by Wesco) with an annual yield of 9.77%. 
At December 31, 1975 $23,206,000 ($267,000 by 
Wesco) had been invested with an annual yield of 
10.20% and a market value. of $23,825,000, which 
at. February 28, 1976 had increased to $25,008,000. 
The income on common and preferred stocks re­
flected in the accompanying Summary is that earned 
in the particular year fr0111 the securities held. 85% 
of the dividend income from stocks is deductible in 
computing Federal Income Taxes. Mutual Savings, 
by regulation, may invest in preferred stock of public 
utilities in an amo.unt up to 5% of its assets. At 
December 31, 1975 Mutual Savings' investments in 
preferred stocks approximate that amount. 

The market value of preferred stocks varies as 
interest rates vary. Since interest rates at 1975 year 
end were somewhat lower than the rates at time of 
purchase, the market value of our preferred stocks 
increased above cost. .. Interest rates continued to 
decline in 1976 resulting in a further increase of 
market value. 

INTEREST AND· D.IVIDENDS ON INVESTMENTS 
REQUIRED BY LAW. This source of income consists 
of dividends received on stock of the Federal Home 
Loan Bank of San Francisco and interest received on 
6Jr secondary reserve. held by the Federal Savings 
·and Loan Insurance Corporation. A dividend of 
$189,000 was declared in 1973, $229,000 in 1974 and 



$198,000 in 1975 all in the fourth quarter. The varia­
tion in amount of interest on the secondary reserve 
has been nominal. 

INTEREST ON SAVINGS DEPOSITS. Savings at 
December 31, 1972 which totaled $361,272,000, de­
creased in 1973 to $345,530,000 and to $333,117,000 
at the end of 1974, and increased to $360,070,000 
at the end of 1975. Although savings declined during 
1973 and 1974, interest paid increased due to higher 
rates, which became effective July 1, 1973, and to 
substantial funds being converted from maturing 
lower-rate certificates to certificates bearing higher 
interest rates. The substantial increase in the amount 
of interest paid on savings deposits in 1975 was 
occasioned by increase in total savings and a con­
tinuation of conversion of lower-rate certificates to 
certificates bearing 71/2% and 73/• %. 

INTEREST ON NOTES PAYABLE. The variation in 
interest on notes payable is due to fluctuations in 
amounts borrowed from time to time and varying 
rates p~ld. Rates of interest on borrowings varied 
in 1975 from 7'/4% to 10V2 %, in 1974 from 7V2% 
to 12% and in 1973 from 7V2o/o to 93/•o/o. 

MARGIN ON INVESTMENTS. Margin on investments 
is the difference between total investment income 
and the cost of money, and is made up of the items 
discussed above. The $622,000 decrease in margin 
between "1974 and 1973 is the result of an increase 
in the cost of money by $2,469,000, with investment 
income increasing by only $1,847,000. The margin 
increased in 1975 ·by $220,000, with total investment 
income increasing $909,000 and total cost of money 
increasing $689,000. 

LOAN FEES AND SERVICE CHARGES. This income 
. was derived from the following sources: 
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1975 "1974 1973 ---
loan Fee$ s 721,000 fl581000 855,000 
Commitment fees :89,000 180,000 
E'scrow and clerical fees 47,000 '102,000 139,000 
Prepayment charges 314,000 334,000 341,000 
late charges 82,000 59,000 152,000 
Other charges 198,000 100,000 119,000 

$1,362,000 1,542,000 1,786,000 

OPERATIONS AND NET GAINS FROM SALES OF 
REAL PROPERTY. Mutual Savings, over a period of 
years, has acquired foreclosed real property includ­
ing vacant land. Some vacant land has been disposed 
of from time to time and, on other occasions, resi­
dential units were built thereon and sold. During 
1973, 38 residential units were sold, 17 of which 
had been constructed by it and in 1974, 53 units 
were sold of which 45 had been constructed by it 
and in 1975, 96 were sold of which 91 had been 
constructed by it. Parcels of vacant land were sold 
in 1973 and 1974 resulting in profits of $495,000 
and $215,000. In the fourth quarter of 1975, a profit 
on vacant land of $256,000 was recognized on a sale 
that had been made in 1969. The variation in the 
sale of residences and of vacant land accounts for 
the variation in the income shown. on the accom­
panying Summary. 

RENTAL OF OFFI.CE PREMISES, NET. Substantially all 
of this income is derived from the Pasadena. business 
block owned by Wesco in which the. head office of 
Mutual Savings is located. The decrease from 
$303,000 in 1973 to $206,000 in 1974 is attributable 
to a $)2,000 increase in expenses and the loss, at 
December 31, 1973, of a tenant occupying 26,000 
square feet of space (20% of total rentable space). 
At 1974 year end, 9,800 square feet of space was 
vacant compared with 7,900 square ·feet of vacant 
space at 1975 year end. Net rental income in 1975 
improved by $82,000, to a total of $288,000 by reduc­
tion in unrented space and increased rentals ob­
tained, despite an increase in costs of operation of 
$48,000 . 

. . 

•' 



NET GAINS (LOSSES) ON SALES OF MARKETABLE 
SECURITIES. A loss of $429,000 taken on sale of 
securities in 1974 is accounted for by two trans­
actions. In order to improve the quality and yielr.r•)n 
public utility preferred stocks owned, some sales 
were made at a loss of $171 ,000 and the funds 
reinvested in other preferred stocks considered of 
better quality and providing a higher yield. Govern­
ment and agency obligations were sold at a loss of 
$256,000 and proceeds reinvested so as to reduce 
the time to maturity. The loss of $62,000 in 1975 
is due principally to sales of securities with the pro­
ceeds being used to purchase more desirable issues. 

GENERAL AND ADMINISTRATIVE EXPENSES. Gen­
eral and .administrative expenses increased $506,000 
in 1974 and $502,000 in 1975 as compared to the 
respec.tive prior years. Business expenses were 
12,9% of gross inc<;>me in 1975, 12% in 1974 and 
10:8% in 1973. The increases were occasioned 

/principally by inflation, the expense of opening and 
\;operating four additional offices in 1974, three addi­
/ltional offices in 1975 and the cost of computerizing ., . 
/!our accountrng system. 

\\, 
'\, 

TAXES ON INCOME. Taxes on income were 41.4% 
of J~lnings before taxes on income in 1975, 45.4% 
in 1974~~nd 50.3% ih 1973. Total tax expense varies 
with the''ing;ease or decrease in pre-tax accounting 
income adjusted for permanent differences (gener­
ally non-taxable revenue or non-deductible expense 
items). The main reason for the decreasing effective 
tax r.ates is the 85% dividends received deduction 
on common and preferred stock. This deduction 
has increased as the investment in preferred stock 
has increased. 

A reconciliation of total income tax and the 
amount computed by applying the U. 5. Federa.l 

Income Tax rate of 48% to earnings before taxes 
on income follows: 

1975 1974 1973 

Computed ucxpected" 
Federal 'taxes $3,565,000 3,451,000 4,451,000 

Increase (reductions) in 
faxes resulting_ from: 
Net gains on sales of 

foreclosed real 
properly (276,000) (219,000) (36G,OOO) 

State franchise tax. net 
of Federal income 
tax benerit 416,000 422,000 606,000 

Dividends rec~ived 
deduction on 
common and 
preferred stocks (796,000) (397,000) (169,000) 

Other permanent 
differences 166,000 5,000 163,000 

Taxes on income $3;077,000 3,2_62,000 4,665,000 

Deferred tax expense was $402,000 in 1973., nil 
in 1974 and ($658,000) in 1975. The decrease in 
deferred taxes was caused principally by the. de­
crease in loan fees and accrued investment income 
recognized for financial statement purposes and the 
increase in loan fees and investment income recog­
nized for tax purposes. 

STOCK MARKET DATA. The following table indi­
cates the quarterly high and low prices for Wesco's. 
capital stock on the New York Stock Exchange for 
the last two years: • 

1975 1974 

High Low Quarter Ended High Low 

11'/• 6'k March 31 15 11'/a 

12 10o/a Juno 30 15 9'/a 

1Wo 9 September 30 1JV2 6V• 
10Va 8o/a December 31 9'/• 1V2 

A copy of form 1D-K for 1975, filed with lh~ Securilies ';and &change Commission, Is .lv.ail.able wilhoUI ch;arge upon a stodlholder's written request 
addrened to Mrs. Dolores Henderson, Assist.anl Secret;uy, Wesco Financial Corpor.atlon, 31S E.tst Colorado Boulevard~ Pas.~den)l, Qtifornl.ao91109. 
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Consolidated Balance Sheets 

December 31, 1975 and 1974 

ASSETS 

Cash 
Marketablo securities (notes 3 and 11) 

Certificates of deposit 
Uniled Slates .Government and agency obligations and 

other marketable securities, at" amortized identi­
fied cost (quoted market, $48,923,000 In 1975 and 
$9,953,000 In 1974) ......................... . 

Investment in common stocks (quoted· market, 
$1,567,000 in 1975 and $3,039,000 In 1974) ••••.. 

Investment in preferred stocks (quoted market, 
$23,825,000 in 1975 and $11.831,000 In 1974) .. ,. 

Loans receivable, less unearned loan fees, unreallzer.l profit 
and loans In process (notes 2 and 3) ....... , • , .... , 

Acr.rued interest- and dividends receivable .. ~ •.... ~ ..••. 
Properties purchased and held ·for investment, at cost .•.• 
Properties acquired through foreclosure by Mutual Savings 

and held for sale, at cost less allowance for tosses, 
$251,000 in 1975 and $280,000 in 1974 ............ . 

Investments required by law: 
Investment in stock of Federal Home Loan B.ank, at 

cost (note 3) .............................. . 
Prepayments to FSLtC secqpdary reserve •••••••••• 

Office properties and equipment, net (note 5) ••••••••.••• 
Prepaid expenses and sundry assets, at cost ...•...•..... 

LIABILITIES AND STOCKHOLDERS' EQUITY 

• 
Cash disbursements to be funded at bank .•.•••••.••.•• 
Savings deposits .....••...•.• ; .••. ::, .• , ••...•..••..•. 
Notes payable (note 3) .............................. . 
Advances by borrowers for taxes and insurance • . . . • . .. . 
Accounts payable and sundry accrued expenses ..•..•...• 
Taxes on Income (note~): 

Current .•.•. , ........ , . -..••.... , .............•. 
Deferred . ~ . ~ •.•............•.......• , .•......•. 

Total liabilities ........................ . 
Stockholders' equity (notes 4, 7 and 8): 

Capital stock of S1 par value per share. 
-Authorized 2,500,000 shares: Issued 2,373,269 
shares ....•..•..•......• , .. , .•..•• ~ •...•... 

Capital surplus arising from stock dividends ••••.•.•• 
Retained earnings ............................ .. 

Total stockholders' equity .................. .. 
Commitment and contingent liabilities (notes 6 and 10). 

See accOmpanying notes to ·consolidated financial statements. 

G 

1975 1974 

s 3,514,000 1,067,000 

40,000 24,010,000 

41.734.000 (_- 10,009,000 ,, ·1,iU,OOO 5,079,000 

23,201,000., ' 12,900,000 

373,ost,oao 389,065,000 

1,SI1,CIQO 1,935,000 
'211,000 661,000 

" 3,211,000 5,819,000 

~7000 3,745,000 
o\7t~ooo 4,863,000 
S.OaO,OOO ,, , 5,140,000 

157,000 1.353,000 
S471i,12f,llbil 465,646.000 

' s 141,000 1,248,000 
310,070,000 333,117,000 
21,210,000 50,975,000 

771,000 1,129,000 
1,032,000 996,000 

tl1,000 41,000 
1.1•u:oo 7.849.000 

- - -_ ...... :--
ate,tot,ooo 395,355,000 

• .. . I'. 
~.373,000 2,373,000 Ji j 

:ZI;OII,OQ0 .. -1 .! ' 28,066,000 
42,778,000 . I ' 39,852,000 

73,211,000 I 70.291,000 

I 
$470,127,000 465,646,000 I 

L. , ____ .... --. 



Consolidated Statements of Earnti7gs 

Years ended December 31, 1975 and 1974 

Investment Income: 
Interest on loans , • , ••••••• , ........... , , ... , ••• , •• 
Interest on marketable securllles ••••• , , ••• , •••• , • , 
Dividends on common and preferred stocks ••••••••• 
Interest and dividends on Investments required by law 

Total investment income •• , , , ~, ••• , ••••• , 

Cost or money: 
Interest on savings deposits .................... .. 
Interest on notes payable .................... ., •• 

Total cost or money ................... .. 

Margin on investments ............... _ •.•• 
~can fees and service charges •••••• , ........... , ••••.• 
Operations and net gains I rom sales or real property (note 9) 
Rental ol oUice premises, net ....................... .. 
Net losses on sales of marketable securities ••.•.• , •• , • , • 
Other income, net ................................. ,_, •• 

General and administrative expenses ............... , , ••• 

Earnings before taX_es on Income ••• , , ••••• 
Taxes on Income (note 4): 

Current ....................................... . 
Deferred .• , .•.••••.•••• ~ •..•••• , •••••••••• , •••.• 

Net earnings .......................... . 

Earnings per capital share based on 2,373,269 shares ..••• 

See accompanying notes to consolidated financial statements. 

1975 

$ 28,431,000 
3,171,000 
1,953,000 

511,000 
34,0i1,000 

21,144,000 
2,128,000 

24,472,000 
9,109,000 
1,312,000 

-;>. 909.000 
211,000 

( 12,000) 
32,000 

12,131,000 

!,710,000 
7,421,000 

0 

3,735,000 
!151,000) 

-3,077,000 
s 4.351,000 

• 1.13 = 

Consolidated Statements of Stockholders' Equity 

Years ended December 31, 1975 and 1974 

Capital stock 

Capital surplus arising tram stock dividends 

Retained earnings: 
Appropriated (notes 4 and 8): 

Beginning of year •• , .......... , ........... , • 
Aliocatlon of net earnings .................... . 

End of year ............................... . 

Unappropriated (note 7): 
Beginning or year ••.•.•• , •• , ............... . 
Cash dividends declared and paid , ••••.••.••.• 
Allocation or net earnings .................. .. 

End or year ••••••.•.••.• , ................ .. 

Less stock· dividends at market value 

Total retained earnings ................. . 

Total stockholders• equity •••••••••••• 

See accompanying notes to consolidaled tlnanclat statements. 
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1975 

$ 2,373,0C!D 

u.aee.ooo 

43,042,000 
1,011,000 

44.130,000 

21,~1.000 
( 1;4~4,000) 

3,213;000 
27,111,000 

" (21,231,000) 

42,771,000 
s 73.211.000 

1974 

28,463,000 
3,202,000 

974,000 
533,000 

33.172,000 

20,419,000 
3.364.000 

23,783,000 

9,389,000 
1,542,000 

593,000 
206,000 

(429,000) 
96.000 

11,397,000 

4.208.000 

7.189.000 

3,262,000 

3.262,000 

3,927,000 

1.65 

1974 

2,373,000 

28,066,0~0 

42,446,000 
596,000 

43,042,000 

23,905,000 
( 1,187,000) 

3,331,000 

26,049,000 

. (29,239.000) 

39,852,000 

70,291,000 



Consolidated Statements of Changes in Financial Position 

Years ended December 31, 1975 and 1974 

Funds provided: 
Net earnings ...... ~ ... , , ·~. ·~ •••••••• , -~ ............. . 
Charges (credits) Ia earnings ncl requiring (providing) 

funds: 
Depreclallon and amorllzallon • , •••••••• , ••••••• , • 
Interest on snvlngs deposits credited to savings ac-

counts ••••••••••••••••••••••••••••••••.•••• 
FSLIC primary premium transferred. from secondary 

reserve •• , • ~ ............................... . 
Deferred Income taxes (note 4) .............. , ... . 
Amorllzallon of fees and discounts •••••••••••• , ••• 
Recognition of unrealized profit on real property •.••• 
Interest Income on FSLIC secondary reserve •• , ••••• 

Funds provided from operalions ........... , ••• 

Principal payments on real estate loans ••••••• , •••••••• 
A.ddlllons to deferred loan fees ...................... . 
Sales of real properly, net of gains .................... . 
Increase .ln notes payable ••••••••.•••••••••••••••••• , 
Increase in loans in process •.• , ................ , .••••.• 
Additions lo unrealized profit on real properly ••••••••••• 
Increase in savings deposits "' ••••• q , ••• H •••••• p. , 

Decrease In cash ••••••• ~ •••••••••••••••.•• _._ ••••••••• 
Other, net ....................................... .. 

Total funds provided ....................... . 

Funds used: 
Cash dividends declared and paid (note 7) ••.••••.•••••• 
Decrease In savings deposits ........................ . 
Decrease in notes payable ................... , ........ . 
Investment In real estate loans ••• H.. . . . . .. . . . . . . . .. , . 
Investment In buildings and other assets •••• , ••••••••••• 
Addillons to real propei)y .......................... .. 
D~crease In loans In ptocess •••••• , .•••••• , •••••..•••• 
inveslmenlln stock of Federal Home Loan. Bank ••••••••• 
Decrease in. advances by borrowers for taxes and insurance 
Increase in marketable securlties ••.••••••••••••••••.••• 
Increase in cash ••••.••••••••••••.••••••••••.• , • , •••••• 
Other, net ........................................ . 

Total funds used •••• , • , •• , •••• , ••.• , , , ••• , •• 

See accompanylng-"tlotes to consolidMed financial statements. 
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t~i 

0 

1975 

$ 4,351,000 

335,000 !'· 

11,111,000 

11,000 
( 151,000) 
( 342,000) 
( 114,000) 
I 320,000) 
11,251,1100. 

51.41.1,000 
71,000 

4,423,000 
.,... 

143,000 
411,000 

10,342,000 

!,222.000 
I 10,011,000 

$ 1,424,000 -24,71$,000 
ae,317,orio 

275,000 
1,121,000 -

222,000 
~A;~ 

21,970,000 
3;111,000 

• 110,011,000 

1974 

3,927,000 

314,000 

14,810,000 

86,000 

409,000) 
410,000) 
305.000) 

18,013,000 

35,029,000 
277,000 

1,769,000 
23,270,000 

155,000 

1,332,000 

79,845.000 

1,187,000 
27,223,000 

31,998,000 
282,000 

2,219,000 
1,883,000 

54,000 
132,000 

13,037,000 

1,830,000 

79,845.000 
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Notes to Consolidated Financial Statements 

December 37, 1975 and 1974 

(1) Summary of Significant Accounting Policies 

The following items comprise the significant account­
ing policies which the Company follows: 

Principles of Consolidation 
The consolidated financial statements include the 

accounts of Wesco Financial Corporation (the 
Company) and its wholly owned subsidiary, 
Mutual Savings and loan Association and its 
wholly owned subsidiaries (Mutual Savings). All 
material intercompany transactions have been 
eliminated. 

Marketable Securities 
U.S. Government, agency obligations and other 

marketable securities are carried at identified 
cost, adjusted for amortization of premium and 
accretion of discount over the term of the secur­
ity and are not carried at the lower of cost or 
market because it is management's intention to 
hold them to maturity. 

Common and preferred stocks are carried at iden­
tified cost. See Note 11 for discussion of market­
able equity securities. 

loan fees 
Loan fees for originating loans are deferred for 

amounts in excess of 1% of the loan amount 
plus $200 for non-construction loans and 2% 
of the loan amount plus $200 for construction 
loans. Deferred fees are amortized into income 
by use of the straight-line method over seven 
years. 

loan Valuation Allowances 
Valuation allowances for estimated losses on spe­

cific loans are charged to earnings when any 
significant and permanent decline reduces the 
market value of the underlying security to less 
than the loan. Such losses are usually indicated 
during foreclosure proceedings. 

Real Property Valuation Allowances 
Valuation allowances for estimated losses on real 

property are charged to earnings when any 
significant and permanent decline reduces the 
market value to less than the carrying value. 
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When the Company intends to hold real estate 
held for sale for a period in excess of 18 months, 
future direct holding costs for maintenance, 
property taxes, insurance, direct selling expenses, 
costs of ::ornpletion or improvement and a dis­
count factor to give effect to the cost of money 
are considered in determining the amount of 
required valuation allowances. 

Office Properties and Equipment 

Office properties and equipment are depreciated 
by use of the straight-line method over the esti­
mated useful lives of the various classes of assets 
from the respective dateS·of acquisition. The use­
ful lives used for the principal classes of assets 
are: 

Building$ ond Improvements 
Furniture, fixtures and equipment 
leasehold improvcmenls 

10 to 45 yeors 
4 to 10yeors 
3 to 25 yeors 

Maintenance and repairs are charged to appropri­
ate expense accounts in the year incurred; re­
newals and material betterments are charged to 
property accounts. 

Cost and accumulated depreciation and amortiza­
tion applicable to .assets retired or otherwise 
disposed of are eliminated from the related 
accounts and the profit or loss on disposition is 
credited or charged to earnings. 

Profit on the Salte of Real Property 

Profit on the sale of real property is recognized 
when the buyer has made an irrevocable com­
mitment to the sale and has met certain down 
payment and amortization requirements. In gen­
eral, the. down payment requirements range 
from 10% to 25% for improved property and 
from 15.% to 30% for unimproved property 
based on the use of the property and cash flow 
projections. Amortization requirements include 
the payment on an annual level payment basis 
(principal and interest) over a period not to 
exceed from 15 to 30 years, depending on the 
type and use of the property, with payments 
commencing not later than one year from date 
of sale. 



(2) loans Receivable 

loans receivable are summarized as follows: 

Real estate loans on residential 
pmpcrly oi: 

One to four units !home loans} 
More than (our units •• , •• ~ •• 
Rc;tl estate loans on other 

properties ••••••••• , ••••• 

less: 

~ !!Zi 

$273,496,000 
87,250,000 

13,265,000 

284,885,000 
92,786,000 

11.496,000 

374,011,000 389,167,000 

Unearned loan fees ...... , .. ( 812,000) (1,o75,000) 
Unrc.llilcd profit on sales ol 

real property ......... ; •••. (1,025,000) (1,40.~,000) 

loans in process ........... n (1,133,000) ( 290,000) 

371,041,000 386,398,000 
loans on ·savings deposits ..... . 2,018,000 2,667,000 

$373,059,000 389.065,000 

(3) Notes Payable 

(4) 

The following is a summary of notes payable: 
Federal Home loan Bank advances, secured by 

certain real estate loans and Federal Home loan 
Bank stock, with interest at 7.50% in 1975 and 
7.50% to 9.75% i.n 1974 and with maturity dates 
as follows: 

\'cJ.r QOding De«;. 31, 1975 1974 

1975 s 17,400,000 
1976 343,000 343,000 
1977 3,494,000 3,494,000 
1978 3,494,000 3,494,000 
1979 3,494;000 3,494,000 
1980 3,494,000 3,494.000 
1981-1984 11,881,000 11,881,000 

Bank notes due On dcri\aDd with 
26,200,000 43,600,000 

interest priricipall}' at prlmc 
secured by certain marketable 
securities and real estate loans 10,000 7,375,000 

s 26,210,000 50,975,000 

Taxes on Income 

If certain conditions are met., savings and loan assoc-
iations, in determining taxable income, are allowed 
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special bad debt. deductions based. on specified 
experience formulas or on a percentage of taxable 
income before such deduction, The bad debt. de­
duction must be within certain limitations based on 
outstanding loans and the ratio of reserves and un­
divided profits t.o savings deposits. Mutual Savings 
has reached such limitations which preclude de­
ductions from income in arriving at. Federal taxes 
on income. 

The investment tax credit, which is insignificant, is 
recorded by the flow-through method of account­
ing whereby, in the year available for utilization, it 
is applied as a reduction of income t.ax expense. 

Appropriated retained earnings. at December 31,1975 
and 1974 include approximately $44,940,000 and 
$43,852,000, respectively, (before elimination of 
$810,000 in consolidation) of tax reserves for which 
no provision for Federal income taxes has been 
made. If in the future these appropriations are 
used for any purpose other than to absorb bad 
debt .losses, Federal income taxes will be imposed 
at the then applicable rates. 

Federal income tax returns of the Company and 
Mutual Savings for 1972 and 1973 are currently 
under examination by the Internal Rev.enue Service. 
In the opinion of management, additional tax as­
sessments, if any, will not have a. material effect 
on the accompanying consolidated financial state­
ments. 

Income taxes for 1975 and 1974 include the follow­
ing components: 

1975 1974 

Current Deferred Current Deferred 
Federal $2,867,000 (594,000) ,2,451,000 
Slale 868,000 ( 64,000) 811,000 

Total $3,735,000 (658,000) 3,262,000 

Deferred taxes result from timing differences in the 
recognition of revenue and expense for tax and 
financial statement purposes. The sources of these 
differences in 1975 and 1974 and the tax effect of 
each were as follows: 

• 



• 

• 

• 

• 

--~--------------------------------------

riH<lllCi,,J Sl.llt:'llll'Ol rl't:tlgnition 
of lo.1n ft't'" ll•sct than t.lx: rl'cog­
nilion,..................... $ 1290,000) 

Californi.l lr.inchi'it' t:&~ rccog .. 
n\z('lf fnr fimmcii.\J Shllt:'lllC'Ill 
purposes on accrual basis, but 
on c,1sh b.1~ls for 1.1x: purpose-. 112H,OOOI 

f5tiC ';;(~(ond,uy reserve iniNC~t 
1ncoml' r.:>cosni1.cd on the fi .. 

1974 

(156,000) 

1%,000 

l;;tnd ............. ~ ••••.•.••.. 
Ofllc<> hulldings and leasehold 

improvements ............ 
furniture, fixtures and equip· 

mcnt ................... 
Accumulated dcprc~;iation and 

amorti~,,tirm ······-······· 

1975 1974 

S1,509,000 1,509,00:0 

5,989,000 5,780,000 

919,000 930,000 

8,417,000 8,219,000 

3,337,000 ~2 
ss.oao.ooo 5,1.40,000 

nimcial 'ita.tcomt>nlo;, hut dcrcr­
rt:'d for Ia~ purpmcs •.. -•• ~ • ; • 45,000 1(,r,,ooo (6) Retirement Plan 

lrw~~tmrnt in(Clllll' wc:owliz('d 
lor finomcial st,ltt.•mt•nt pt.ir· 
llO~l"~ on olCCruill basis. but on 
C<l.,h hasis for tax purpDSl•S , .• 

Oth.N timing dirft.•r(.•nn•s .. , •... 

11)0.0001 

n 1s,oom 
s (656,000) 

( 24,0001 

1142,000\ 

A reconciliation of total income tax and the amount 
computed by applying the U.S. Fecleral income 
tax rate of 48% to earnings before taxes on income 
follows: 

1975 1974 

CompUit'd "l'XIl(~Cit'd" fC'dcr;tl 
lolXl'S ,. , •• , , • , , • , , , , , , •• , , , $3,Sb5,0QQ 

lnnl'N•t"• m.•ductinnsl in taws r~ 
suiting irom: 

NN g.lill_!t on salt•s of fore· 
do-;('d r(•Jipropl"rt~· . , , . ·~. 

St.liC frJnchisC' 1;1~. nct.o£ Fed· 
cml inconu,• ta:-.: benefit •• , , 

DividL•nd.; rccch:l~d dt•duc-tion 
on tomrnon .1ncl pwfNrecl 
stocks ... " ..•. , ........ , 

OthN pcrmammt dlifNcnct'$ , 

1278.000) 

4\11,000 

(796,000) 

168,000 

$3,077,000 

(5) Office Properties and Equipment, Net 

3,451,000 

(21'.1,000\ 

422,000 

(397,000) 

5,000 

3,262,000 

Office properties and equipment at cost less accumu­
lated depreciation and amortization consist of the 
following: 

A noncontributory retirement plan is in effect for all 
eligible employees of the <:ompany and its subsid­
iaries. Employer contributions are computed utiliz­
ing the aggregate cost funding method. The 
contributions. for 1975 and 1974 approximated 
$87,000 and $94,000, respectively. The actuarially 
computed value of vested benefits as of December 
31, 1975 and 1974 did not exceed the market value 
of the assets of the retirement funcl. 

The Employee Retirement Income Security Act of 
1974 became law on September 2, 1974 and is 
principally concerned with participation, vesting, 
and funding requirements. Pension pla·ns in exist­
ence on January 1, 1974 are not subject to those 
requirements until plan years beginning after 
December 3'1, 1975. Some changes to the plan will 
be required and the eifect of such changes on 
future provisions for pension expense, periodic 
funding of pension costs or unfunded vested bene­
fits will nut be known until revised actuarial comp­
utations are made. 

(7) Dividends 
Quarterly cash dividends of $.15 per share decla.red 

and paid during 1975 amoun.ted to $1,424,000. 
Cash dividends dedared and paid during 1974 
amounted to $1,187,000. 

(8) Reserve Requirements 

11 

The Federal Savings and Loan Insurance Corporation, 
In connection with the insurance of savings de­
posits, requires savings and loan associations to 
maintain certain reserves which may be used only 
for the purpose of absorbing losses. In addition, 



assodations must maintain CNtain reserves under 
California l.1w. Such reserv!' rcquirC'i\Wnts were met 
by Mutual $,wings as of Dec<'mber Tl, '1975 and 
'1974. 

(9) Real Estate Operations 

Operations and net gains from sales of r11al property 
arc summarized as follows: 

.:!2.~ 1974 
Rt:>C:ognizl'd Tt('l gain'i from 

"•lh.•s 
·········~·····~····· 

s 920,000 ,·· 5()1 .. 000 
lncoml" irum r('nl~ls ..•. , .•. '151.000 106,000 

'1,071,000 699,000 
lc'~ m\lintt•n+.lOCi:" and ~ales ex· 

J)(:OilSt• • , , • ~ • •• , • , ••• , ••• , '162,000 _'\~ 
s •Joq,ooo 593,000 

(1 0) Contingent liabilities 

Mutual Savings is named as one of the defendants in 
sevNal class actions relating to certain common 
practices in the m'Jrtgage lending field. The out­
como:> oi this litig~tion. cannot be predicted; how­
ever, based on tlw facts presently available, the 
Association believes there are substantial defenses 
to these actions and that losses, if any, would not. 
be material. 

In addition, Mutual Savings is a defendant in two 
actions involving alleged easement rights. Mutual's 
counsel believes there are meritorious defenses to 
these a.ctions and there is a substantial chance the 
cases can be successfully defended. While there 
is some risk to Mutua.l, in management's opinion, 
any such risk would not be material. 
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(11) Marketable Equity Securities 
The investment in marketable equit)• securities con­

sists of common stocks of $'1,853,000 and preferred 
stocks of $10,500,000, at cost At December 31, 
1975 the difference between cost and market value 
representing unrealized gains or losses is not 
material. 

Accountants' Report 

\'t:A.T,':0hltW,letl,,!o\IK.Ui:l1.& (".q. 
<;:ll111flrD r\.IIUC A<TI>I:""'~"l-.. 

ton "''""' nn"t" •H<trl 
u>• •"un•~uur.,.••• "'"'h 

The Board of Directors 
Wesco Financial Corporation: 

We have examined the consolidated .balance sheets of 
Wesco Financial Corporation and subsidiaries as of 
December :)1, 1975 and 1974 and the related .. consolldated 
statements of earnings, stockholders' equity and changes 
In financial position for the years then ended. Our exam­
ination was made In accordance with generally accepted 
auditing standards, and accordingly included such tests 
of the accounting records and such other auditing pro­
cedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated finan­
cial statements present fairly the financial position of 
Wesco Financial Corporation and subsidiaries at Decem­
ber 31 1975 and 1974 and the results of their operations 
and the changes in their financial position for the years 
then ended, in conformity with generally accepted 
accounting principles applied on a consistent basis. 

Los Angele>s, California 
January 30, 1976 
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